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CERTIFICATE OF INCORPORATION OF
NATIONAL TAN ASSOCIATION

No. 20264

Ihis is to certify that we, the undersigned, all being persons of

full age and citizens of the Un.ted States and the majority being

citizens of the District of Columbia, desiring to associate ourselves

for scientific and educational purposes and to that end. to form a

body polit'c and corporate, under the provisions of sub-chapter

three of Chapter Eighteen of the Code of Law for the District of

Columbia, approved March 3, 1901, and Acts of Congress amenda-

tory thereto, do hereby make, sign and acknowledge this certificate

in writing, stating as follows

:

First: The name or title by which the association or corporation

shall be known in law is National Tax Association.

Second: The term for which the corporation is organized is

perpetual.

Third: The particular business and objects of the corporation

are as follows

:

To educate and benefit its members and all others who may be

interested in the subject of taxation and the subject of public

finance, of which taxation forms a part, by promoting the scientific

study thereof generally, by the encouragement of research, by col-

lecting, preserving, and diffusing scientific information and knowl-

edge relating thereto, by organizing conferences and bringing

together for discussion public officials, taxpayers and their represen-

tatives, students, instructors in universities and colleges and others

interested in the subjects of taxat'on and public finance, by publish-

ing and distributing reports of conference proceedings and such

other books, periodicals and publications as may be desirable and

helpful for the accomplishment of the purposes of the corporation

;

by appointing committees for the investigation of problems in taxa-

tion and public finance ; by formulating and announcing, through

the deliberately expressed opinion of its conferences, the best in-

formed economic thought and ripest administrative experience

available for the guidance of public opinion, legislation, and admin-
istration, on questions relating to taxation and public finance; by
acquiring, utilizing, applying, and disposing of property and funds

exclusively in establishing, maintaining, improving, and extending
(xi)



xii NATIUXAL TAX ASSOCIATION

the benefits and usefulness of the corporation, through the accom-
pHshment of its purposes, and by promoting better understanding

of the common interests of national, state, a-nd local governments
in the United States and elsewhere, in matters of taxation and public

finance and interstate and international comity in taxation.

The promotion of the above declared business and objects shall

at all times be carried on subject to the following conditions and
limitations, by which the corporation and all who shall hereafter

associate themselves with it, as members, as participants in its de-

liberations and activities and in its conferences or otherwise, shall

be forever bound ; that is to say

:

The activities of the corporation shall be non-political and non-
sectarian.

Xo part of the net income of the corporation shall at any time
inure to the benefit of any officer or member of the corporation or

of any individual or corporation whatsoever.

At any conference which the corporation may organize, members
of the corporation shall not be entitled to vote, by reason of such
membership, on any matter involving the official expression of the

opinion of the conference on a question of taxation or public

finance of general pubKc interest, but the voting on such questions

shall be vested in such persons in attendance as may be determined
by the corporation and be expressed in such manner as may be

prescribed by the conference when assembled.

At any such conference, the persons attending shall, by such
attendance, be deemed to consent to the condition and limitation

that the result of the vote upon a matter involving the official ex-

pression of the opinion of the conference on a question of taxation

or public finance of general public interest shall not be announced
or be given publicity in any report thereof issued by the corporation

or be taken as having its endorsement, unless there shall have been
full discussion thereof, at that or a prior conference and unless

the vote shall represent the substantially unanimous opinion of the

conference, which shall be deemed to be expressed by not less than
a four-fifths vote.

Fourth: The number of the managers of the corporation, who
shall be called the executive committee, shall for the first year of

its existence, be sixteen.

Witness our hands this 6th day of January. A. D. 1930.

(S) Thomas Walker Pack:

(S) JoHX E. Walker
(S) William P. Richards
CS) Robert J. Eby
(S) Alfred E. Holcomb
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District of Columbia, ss :

I, Walter F. Studdiford, a Notary Public in and for the District

of Columbia, do hereby certify that Thomas Walker Page, John E.

Walker, William P. Richards, Robert J. Eby and Alfred E. Hol-

comb, parties to the annexed and foregoing certificate of incorpora-

tion, bearing date the 6th day of January, 1930, personally appeared

before me in said District the said Thomas Walker Page, John E.

Walker, William P. Richards, Robert J. Eby and Alfred E. Hol-

comb, being personally well known to me to be persons who exe-

cuted the said certificate of incorporation and severally acknowledged
the same to be their act and deed.

Given under mv hand and notarial seal this 6th dav of January.

A. D. 1930.

(S) Walter F, Studdiford,

(Notarial Seal) Notary Public, D. C.

Office of the Recorder of Deeds
District of Columbia

This is to Certify that the foregoing is a true and verified copy

of the Certificate of Incorporation of the National Tax Associa-

tion and of the whole of said Certificate of Incorporation, as filed

in this Ofiice the 6th day of January, A. D. 1930.

In Testimony Whereof, I have hereunto set my hand and
afiixed the seal of this Office this 6th day of January, A. D. 1930.

Arthur G. Froe,

(Seal)' Recorder of Deeds, D. C.

BY-LAWS OF THE NATIONAL TAX ASSOCIATION

(As adopted January 6, 1930)

ARTICLE I

Membership

Section 1. Any person shall be eligible to membership and

may become a member, upon application in writing and payment of

annual dues for the current year. Such application shall indicate

sympathy with the objects and purposes of the association, as ex-

pressed in its certificate of incorporation and willingness to be

bound by the cond'tions and limitations contained therein and in

these by-laws. Provided that the present members of the National

Tax Association, an unincorporated association, shall be members,

wnthout further action on their part.
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Section 2. Membership shall be contimiinj^. The annual mem-
bersliip dues shall be five dollars, payable upon application for

membership, covering the fiscal year of the association then current

and annually thereafter, in advance, on the first day of the sub-

sequent fiscal year.

In the discretion of the executive committee, the annual dues

may at any time be increased and the annual dues of residents of

any foreign country may be fixed at an amount in excess of those

of residents of the United States.

Any member who shall fail to pay his dues within six months

from the date when payable shall be considered in arrears, and if

such failure shall continue for a period of one year, he shall be

dropped from membership, for non-payment of dues.

ARTICLE II

Annual Conference

Section 1. An annual conference on taxation shall be held under

the auspices of the association, at such time and place as the execu-

tive committee may determine. The annual conference shall be the

means used by the association for carrying into practical effect its

purpose to secure an expression of opinion that w!ll formulate and

announce the best informed economic thought and ripest adminis-

trative experience available for the correct guidance of public

opinion and legislative and administrative action on all questions

pertaining to taxation, and to interstate comity in taxation.

Section 2. The personnel of each annual conference shall be

composed of delegates appointed by the governor or other chief

executive of states, public officials having duties with respect to the

investigation, enactment and administration of tax laws, instructors

and students in universities and colleges, taxpayers and the'r repre-

sentatives, and others interested in the subjects of taxation and

public finance.

Section 3. The voting power of the conference upon an official

expression of its opinion is limited, with the purpose of safeguard-

ing the conference from the possibility of having its expression of

opinion influenced by any class interest, or consideration for those

who devote their time to the work or management of the associa-

tion, or favor for those who contribute money to its support.

The voting power in each conference upon any question involv-

ing an expression of the opinion of the conference on a question

of taxation or public finance of general public interest shall be

vested in the delegates in attendance appointed by the governor or

other chief executive of states. In voting upon such questions

each state shall have one vote, and in case of a divis'on of opinion
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among the delegates therefrom, the vote shall be divided, so as to

give proportional weight, by approximate fractions, to the opinions

of the respective delegates.

If the result of such vote shall not reflect substantial unanimity

on the subject in question, no publication thereof shall be made
and it shall not be considered as expressive of the opinion of the

conference. Such unanimity shall be deemed expressed by a four-

fifths vote.

Voting by proxy shall not be allowed.

No member of this association shall have the right to vote in any
annual conference solely by virtue of such membership.

Section 4. One session of each annual conference, or so much
of it as may be necessary, shall be devoted to the consideration of

the report of the conference committee on resolutions and conclu-

sions. The report of this committee, as adopted by the conference,

shall be its official expression of opinion, and it shall not be held

to have endorsed any other expression of opinion, by whomsoever
made.

No resolution approving or opposing legislation shall be consid-

ered by the conference unless it has been discussed at a session of

the conference at which it is proposed, or has been the subject of

a report made thereon by some committee of the conference or of

the corporation, or has been the subject of a resolution adopted by
some previous conference.

Section 5. The temporary and permanent chairman, secretary,

official stenographer, address of welcome and response to the same,

meeting place, accommodations for delegates, all necessary prelimi-

nary details for each conference, and the program of papers and
discussions, shall be arranged for the conference by the executive

committee of the association. All other details of the organization

and conduct of the conference shall be arranged by the delegates

present in such manner as they may from time to time decide.

ARTICLE III

Annual and Special Meetings of the Association

Section 1. The annual meeting of the association shall be held

in connection with the annual conference, at such time as the exec-

utive committee may determine. Sixty days' notice shall be given

to all members of the time and place at which such annual meeting
is to be held, by publication in the official Bulletin of the asso-

ciation or by mailing such notice to each member.

Section 2. Special meetings of the association may be held at

any time and place, when called by the executive committee. At
least thirty days' notice shall be given to all members of each special
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meeting, by publication thereof in the official Bulletin of the

association or by mailing such notice to each member, which notice

shall specify the purpose for which the meeting is called, and no

business shall be transacted at such meeting, other than that speci-

fied in the notice.

Section 3. A majority of all members present at any annual

or special meeting of the association shall constitute a quorum for

the transaction of business, but such quorum shall at no time be less

than fifteen, and whenever the attendance of members exceeds one

hundred, twenty-five shall constitute a quorum.

ARTICLE IV

Officers and Executive Committee

Section 1. The affairs of the association shall be administered

by a president, a vice-president, a secretary, a treasurer and an

executive committee, consisting of the above officers and the three

ex-presidents who have last held office, who shall be members

ex-officio, and nine elected members. The necessary number of

the three last ex-Presidents of the National Tax Association, an

unincorporated association, shall be members ex-officio, so long as

necessary to make the number in that class three. The officers

shall be elected annually by the members and, with the exception

of the president, shall be eligible to re-election. They shall hold

office until their successors are elected.

The elected members of the executive committee shall be divided

into three classes, of equal number, each class holding office for

three years and until their successors have been elected, provided

that at the first election held after the adoption of these by-laws,

three classes shall be established, of three members each, to hold

office for terms expiring at the time of the first annual meeting of

the corporation for the election of officers and of the next two
succeeding annual meetings respectively, and thereafter three mem-
bers shall be elected at each annual election, for a term of three

years, and also such additional members, if any, as may be neces-

sary to fill vacancies, to hold office during the remainder of the

terms of the members whose places they fill. No member shall be

eligible for re-election to the committee to succeed himself, but this

provision shall not be applicable to ex-officio membership therein.

Two persons residing in the Dominion of Canada may be elected

annually to serve as honorary members of the executive committee.

A vacancy in any office or in the membership of the executive

committee may be filled by the executive committee for the unex-
pired term.

The executive committee may appoint such other officers and
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agents as it may deem appropriate to the purposes of the associa-

tion, to serve during the pleasure of the committee.

ARTICLE V

Duties of Officers and Committees

Section 1. The executive committee shall manage the affairs of

the association, subject to the provisions of the certificate of incor-

poration and of these by-laws. All appropriations of the funds of

the association must be authorized or approved by the executive

committee. Meetings of the executive committee shall be held at

such times as the committee may determine. At such meetings a

majority of the committee shall constitute a quorum.

The executive committee shall have power to appoint standing

or special committees and prescribe their duties.

The executive committee shall have full power and authority, in

the interval between meetings of the association, to do all acts and
perform all functions which the association itself might do or per-

form, except that it shall not have power to amend the certificate

of incorporation or the by-laws.

The executive committee may authorize the president, or in his

absence or inability to act, the vice-president, the secretary and the

treasurer to exercise all the powers and functions of the committee,

with respect to matters and things arising in the routine manage-
ment of the association, requiring the formal action of the officers,

during the intervals between the meetings of the committee.

Section 2. The president shall be the chief executive officer of

the association and shall preside at the meetings of the association

and of the executive committee, and shall perform such other duties

as the executive committee shall prescribe.

In case of the absence or inability of the president, the duties of

the office shall be performed by the vice-president, and in his ab-

sence, by such member of the executive committee as that committee

may designate for the purpose.

Section 3. The secretary shall keep a record of the proceedings

of all meetings of the association and of all other matters of which

a record shall be ordered by the association.

He shall issue notices of all meetings of the association and shall

perform such other duties as may from time to time be assigned

him by the association or the executive committee.

Section 4. The treasurer shall keep a complete roll of the mem-
bers. He shall have the care and custody of all funds and property

of the association and shall deposit the funds of the association in

such banks or depositories as the executive committee shall desig-

nate. He shall, under the direction of the executive committee,
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disburse all moneys and sign all checks and orders for the payment

of money. He shall, when authorized by the executive committee,

execute the papers necessary for the transfer of any property or

securities of the association. He shall perform all. the acts incident

to the position of treasurer and may, in the discretion of the exec-

utive commTtee, be required to give an appropriate bond, at the

expense of the association.

His accounts shall be audited by a committee of the association

or otherwise, as the association may prescribe, and he shall at the

annual meeting make report of the financial transactions of the

assoc'ation for the past year.

ARTICLE VI

Proceedings and Publications

Section 1. The association shall provide for the publication and

distribution of the proceedings of the annual conference.

Section 2. The executive committee shall authorize the terms of

sale or of distribution of all publications issued by the association.

ARTICLE VII

Construction

The word " state " whenever used in these by-laws shall be

deemed to comprise state, territory, the District of Columbia, an

insular or other possession of the United States or a place over

which the United States exercises extraterritorial jurisdiction, and

a Canadian province.

ARTICLE VIII

Amendments

Section 1. These by-laws may be amended at any annual or

special meeting of the association by a two-thirds vote of all mem-
bers present; provided, the full text of the proposed amendment

shall have been submitted to the members, either by publication in

the Bulletin of the association or by mailing the same to each

member at least thirty days prior to the meeting.



FIRST SESSION

Monday, September 12th, 8:00 P. M.

Robert Murray Haig, president of the National Tax Associa-

tion, presiding.

Chairman Haig: The Twenty-fifth Annual Conference of the

National Tax Association will be in order. In accordance with

the By-Laws, the President of the National Tax Association auto-

matically becomes presiding officer of the conference. Under the

By-Laws also, the Secretary of the National Tax Association acts

as secretary of the conference.

This is the Twenty-fifth Anniversary of the first conference of

this Association. As you all know, it was in the city of Columbus
that the first gathering took place. A small group, among whom
Mr. Lawson Purdy, Mr. Pleydell and Mr. Allen Ripley Foote were
members, had decided that it was desirable that there be a con-

ference made up of persons delegated by the governors of states to

consider the problems of taxation which then faced the country.

The success which attended this effort has been remarkable, and
the Association has grown and developed, and is today more influ-

ential, undoubtedly, than at any other time in its history. As we
meet again in our birthplace tonight, it is a great privilege to be

welcomed by the Chief Executive of the state of Ohio, Governor
White, whom I now introduce to the conference.

Governor George White (Ohio) : Mr. Chairman, Members of

the Tax Association and Visitors : I must apologize for being

somewhat tardy, and I guess the only justification for the lateness

of the hour and the delay is the fact that I have been trying all

afternoon and way into dinner time to settle this serious coal strike

in Ohio, and at a quarter of eight there was some sunshine, for

which I am very glad, and I do not apologize to this distinguished

group for taking the time on that very important business, but I

thought you ought to know it.

I am very glad, of course, on this Silver Anniversary, to extend

to you the felicitations and good \yishes of the people of Ohio.

I realize the distinction and pleasure of the city and state in having

you here on your Twenty-fifth Anniversary, it being the fact that

this was the cradle of these important conferences.

I do not think you expect, in this welcoming address, for me to

1 (1)
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go into a technical paper on taxation, particularly as the author of

our recent tax bill, the tax bill passed under my administration, is

to read a paper or speak to you tomorrow, Senator Robert A. Taft

of Cincinnati; and the Director of Finance in my administration

is also, I think the day following, to read you a paper.

I had some experience in taxation and make a confession that

I was a member of the Ways and Means Committee in the War
Congress. I don't know, you men who are students of taxation,

whether I will be congratulated or be blamed for being a member
of that committee. There was a good deal of criticism, of course,

of that bill; but I look back to some of the hardest labor I ever

performed, as Congress adjourned and awaited our deliberations,

during that hot summer of 1918, the great war going on, and our

objective five billion dollars. There were mistakes. I recall that

when we passed the Act around for the signatures of the members
of the committee, the late Nicholas Longworth, on the republican

side of the table, turned to Honorable Joseph Fortney, who has

also passed to his reward, and said, " Joe, is there anything we
have not taxed?" And Fortney said, "I don't know of anything.

Have you anything to suggest before taking up our pens and sign-

ing this?" He said, "Yes, we have not taxed the air people

breathe
"—about the only thing we did leave free in that 1918 bill.

But, of course, the necessity was great and the United States re-

sponded to it splendidly, and it carried us over that crisis.

A distinguished journalist in this room, the other night, made
the pronouncement that he thought the important program before

us was the systematizing of our taxation and raising more money.

That was not a time for debate and I sat here at the speaker's table

and thought that I held quite contrary views.

At the beginning of my administration I realized that to meet

the situation here in Ohio there was only one of three programs,

the issuing of bonds. And, fortunately, in tribute to my predeces-

sors in the executive chair, and to the legislatures, Ohio has pur-

sued a policy of pay-as-you-go, and except for a few bonds that

mature in October, that take care of the soldiers' pension, Ohio
has no bonded indebtedness, for which we are very thankful here

in Ohio.

I realize that taxes have become a burden, and that there was

about to occur a taxpayers' strike, which is occurring now for

reducing expenditures. I chose the third alternative and reduced

the cost of administration in the government in Ohio. I believe it

is true that there is a taxpayers' strike today in Ohio and pretty

much in the country ; that there is today, because of the tragedy

of the last two and one-half years, more serious thought with

regard to taxation than has occurred in a generation. Men and
women have, perforce, had to cut their own expenditures, and they
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are looking to the state governments, the local subdivisions, and the

Federal Government to reduce the cost of government; but there

is still a great deal for your labors in making more equitable

the taxes.

In refining, as you say, taxes, we departed by referendum from

the old uniform tax rule to a classified tax, two years ago, and to

this legislature, of course, fell the burden and the responsibility of

passing the bill in accordance with the mandate of the people,

which we did; and you will hear from the author a detailed analysis

of that very important bill and its operation.

I wish you all a successful convention. The taxpayers of the

state and country are the beneficiaries of your thought and delibera-

tions. There is no more important field in governmental activity

than taxation.

I again wish you a very successful deliberation.

Chairmax Haig : I hope the Governor appreciated the tribute

of applause which was given to him, because I know, if he does

not, that this tribute came from a group which is not only a group

of tax experts but it is also a group of experts on governors. I

imagine it would be impossible to get together a similar group in

the United States which knows so much about the occupancy of

gubernatorial chairs as the group which is before me this evening.

This matter of familiarity is rather relative. I am reminded of a

little story that is a favorite of President Angell of Yale. He tells

of a granddaughter of the bishop of New York, who was fully

conscious of her position and fully conscious of her grandfather's

qualities. By chance she had occasion to meet Queen Victoria,

under informal circumstances, and when the young miss was pre-

sented to the Queen, she responded :

"' I am very glad indeed to

meet you; grandfather has often spoken of you."

We have the pleasure at this time of hearing from a representa-

tive of the I\Iayor of the city of Columbus, Mr. George A. Beatty.

George A. Beatty : Members of the Tax Conference, Ladies

and Gentlemen : You know, upon an occasion such as this, that I

am impressed. First I come to you as a pinch-hitter, then I follow

the distinguished Governor of the state of Ohio to talk to a group

of professional and technical men. Along those lines I have little

qualification or little excuse for being here. As a matter of fact,

I feel just a little bit as I did the other evening when Mayor
Worley sent me over to the Y. ]M. C. A. to speak to some four

hundred boys and girls. Boys and girls are very difficult to speak

to. When I stood in front of the group I was impressed, and I

said, " Boys and girls, I hardly know what to talk about," and one

little tow-headed lad sized me up and said, " Talk about a minute."

Really, that is all that a substitute should do for his chief; and yet.
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oil tlie other hand, the mayor always says to me, when he sends

me out on occasions such as this: Be brilHant if you can be bril-

liant, but if you cannot be brilliant be brief, and if you cannot be

brief, even though you are long, be sincere, and that is what I

would like to bring to you, the sincere felicitations of the people

of the city of Columbus and of this administration, while you are

here as our guests.

For many years, in this city, in other administrations, it was the

custom to take a key. The mayor took a key and gave it to con-

ventions that met in the city; but in this administration, ladies

and gentlemen, we have an entirely different policy. You will find,

while you are in Columbus, no locked doors. You are welcome to

go wherever you may choose, because we have confidence enough
in this group to open not only our homes, our public buildings, our

churches, and our parks, but even our banks.

You will find Columbus a pleasant place in which to sojourn for

a few days. There are places here that you should not miss in

those hours of leisure that you may have away from the serious

work of your convention. You should not miss an opportunity to

climb up on top of the A. I. U. Building, just some few hundred

yards w^est of this building. It is 555^ feet high. We added an

extra half-foot to it so it might be higher than the Washington
Monument. It is worth climbing up to look over our city. We
have a State Capitol here that we are very, very proud of. We
have some excellent parks, some wonderful churches, and then,

over and above all else—and you should not miss it—you should

go, only as a visitor, to our state penitentiary. You will find some
things of interest there; and then—after which I will have to close

because I am taking more of your time than I should—we have in

Columbus—and we should not say it with pride because the mayor
rather criticized me for it once^—-the largest insane asylum in the

world under one roof. That may not speak well for the people of

Ohio, but it is a rambling sort of building that you would enjoy

going through and seeing the old architecture that is in it, as com-
pared with the new state office building over on Front Street ; and

don't miss that either, ladies and gentlemen. Now, I don't want

to be like I was once when I was a candidate for office myself.

They said that Mr. Beatty's speech was unique, it was soothing,

stirring and satisfactory, and that that was about all that could

be said of the speech; and then Jim Faulkner, dean of the news-

paper men of Ohio, on the Cincinnati Enquirer, put the fly in the

ointment by explaining. He said my speech was soothing because

it put half of my audience to sleep; it was stirring because the

other half got up and went home; and it was satisfactory because

those who went to sleep never woke up, and those who went home
never came back.
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Ladies and gentlemen, that is not the purpose of a welcoming

address. It is to invite you to stay .awake every minute of the time

that you are here, and it is to invite you back not twenty-five years

from now, but next year. We hope that you enjoy your visit here,

that you will get so much out of your convention that you cannot

resist the temptation of the invitation of the chamber of commerce

to come back with us before another twenty-five years have elapsed.

Ladies and gentlemen, I thank you.

Chairman Haig: It is the custom of our association at this

time to invite certain members of the conference to respond to the

greetings which have been given to us. It is my pleasure at this

time to ask Professor Fred R. Fairchild to make a few remarks.

Fred R. Fairchild (Connecticut) : President Haig, Ladies and

Gentlemen: I was one of that little group to which the president

has referred, who had what we now recognize was a great privi-

lege, the privilege of founding the National Tax Association in

Columbus, Ohio, twenty-five years ago. I assure you my role at

that time was highly insignifioant. Nobody asked me to respond

to any addresses of welcome at that time; and I must say that it

makes me feel like an old man when I think that I was at that

conference twenty-five years ago. I don't know precisely why
Columbus was chosen for that meeting, unless it was that Ohio was

the native state of Allen Ripley Foote, who, more than any other

man, should be credited as being the founder of the National Tax
Association.

The reasons why Columbus was chosen for this meeting of the

National Tax Conference, twenty-five years later, are many and

overwhelming. Ohio has always been a battleground in the fight

over taxation. Even back in 1907 Ohio was known as a laboratory

in which tax systems were being tried out. Ohio has been known
all this time as the state which has contended most conspicuously

against the handicap of the constitutional uniform rule, only very

lately amended after a struggle for more than a generation.

Any one of the last twenty-five years would have been appro-

priate for another assembling of the conference in this city, but

now as we celebrate the Twenty-fifth Anniversary there certainly

is every reason for our meeting here.

I have been privileged to attend the many conventions in Colum-

bus during the past twenty-five years, and I am very sure that our

choice of Columbus will bring no misgivings whatever as co the

warmth and satisfying character of the hospitality which we are

about to enjoy; and so, on behalf of the conference, I wish to

express our appreciation to the Governor of the State and the

Mayor of the city for the pleasant entertainment and hospitality

which we are expecting during the next few days.
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Chairman Haig: Now, I think it would be very pleasant it

we could persuade Governor Bliss of Rhode Island to say a few

words.

Zenas W. Bliss (Rhode Island) : Mr. Chairman, Ladies and

Gentlemen : I am very glad indeed to be here this evening and to

express my appreciation for the very cordial greetings that we
have received from Governor White and the representative of the

mayor. I was not privileged to be present at the formation of this

institution twenty-five years ago., as my friend Doctor Fairchild

was. He said, as he looked around, it made him feel like an old

man. It has the opposite effect on me; and probably that is ac-

counted for by the fact that he was here twenty-five years ago and

I attended my first meeting twenty-three years ago. Evidently the

first two meetings were pretty strenuous, but we all seem to have

survived pretty well.

Certainly it is very pleasant to look about and see so many of the

tax officials from the different sections of the countr}-. It seems

almost incredible that anybody could be in the tax-assessing game
for twenty-five years and survive; but there seem to be a good

many who have been able to either so conduct the business of their

states as to be beyond reproach, or perhaps the police regulations

in the \'arious states are pretty good, or perhaps they may be very

fleet of foot.

We came back here to celebrate our Silver Anniversary. We do

not come back exactly as the prodigal son, but from the words of

greeting it seems as if, possibly, the fatted calf might be slaught-

ered for our benefit; and if that is so, why I can assure the various

officials that the carcass will be taken care of.

I think it is perhaps appropriate to say just a word or two from

the standpoint of the tax official about this organization, which

started its long and successful career here in Columbus.

In 1909 I attended my first meeting, having been appointed on

a special commission to revise the revenue lav»'s of the state of

Rhode Island. It was a commission selected purely for political

reasons. There were no economists on it; there were no tax men
on it; they were all members of the legislature; and they were

selected apparently at random to revise the revenue laws of the

state; and we looked about to try and find some avenue of help,

some place that we might turn to get some help. While we were

looking we received a letter from Allen Ripley Foote, inviting us

to attend the conference at Louisville. We attended that confer-

ence, and one result was the formulating of a tax law which has

been in operation ever since—more than twenty years. And in

spite of the handicap of the kind of a commission that we had.

we managed to get out a law which has operated with a reasonable

amount of success.
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I want to take this occasion^ on the Twenty-fifth Anniversary,

and I think it is representative of the opinion of other tax officials,

to state what a great help this organization has been to those men
who have to deal with practical tax problems, from the standpoint

of administrators or from the standpoint of legislators. There is

no other institution in this country, in my opinion, that has been

of such great assistance to the various states and their taxing

officials as this National Tax Association. It has made its influ-

ence felt all over the country, and even in the Federal Congress;

and I am very glad indeed to be here tonight to express what I

think of the organization and also to express my appreciation to

the officials who have so cordially greeted us here.

Chairman Haig : I am sure that all of you in observing Pro-

fessor Fairchild's youthful appearance decided either that univer-

sity life is equivalent to having found the fountain of youth, or

that he attended the first conference of this association in a per-

ambulator.

Governor Bliss has also confided to me the real secret as to how
he has been able to be a tax official for twenty-five years. It is by

be'.ng a Republican in the state of Rhode Island.

During some of the early years in the history of this Association

we became ambitious and a number of the annual conferences were

oalled not national conferences but international conferences. There

were a number of Canadians w'ho were interested in problems

which we were considering, and we made some very pleasant con-

tacts with our Canadian neighbors. Presently we got so well

acquainted that we found it unnecessary longer to call the confer-

ences, international conferences, but called them simply national

conferences, for fear of hurting the feelings of our Canadian

neighbors, by considering them to be strangers and somewhat dif-

ferent from ourselves. One of these Canadians has the rare dis-

tinction of being an honorary member of the National Tax
Association, and that is our old friend Honorable J. T.—I want to

be dignified and not call him Jack—White of Toronto, and I think

it would please the conference very much if J\Ir. White would say

a few words of greeting, to us, from across the border—Mr. White.

J. T. White (Toronto) : I am rather short, so if you will

pardon me I shall stand up here. Mr. Chairman, Ladies and

Gentlemen, I am not without appreciation of the Chairman's kind-

ness in calling on me to say something to this conference, but I

think in view of the fact that you have heard from one of the

White clan tonight, in the person of the Governor, that two Whites

are rather too much for one evening. Still I am glad of the oppor-

tunity to express my sincere appreciation of the kind words of

welcome, and also of the scheme of decorations, which I certainly

appreciate.
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It is rather embarrassing for me to speak on behalf of the Cana-

dian delegation. I know so much alx)ut that delegation, being the

only member of the delegation. There are a lot of things I could

tell you, and a lot of things I should not tell you; but I can tell

you this, that I am very glad to be with you and I hope to be

with you for a long time to come, at least as long as Governor
Bliss is a Republican I will be able to outdate him. I am con-

servative in politics in Canada, and in the Province of Ontario

they say we are nearly all conservative, so I suppose I will be

attending many of these conferences.

Chairman Haig: I think it is now in order, Mr. Secretary, to

consider and to adopt rules of procedure for the conference.

Secretary W. G. Query : I submit for your consideration the

same rules that have guided us in our past deliberations.

Rules of procedure: The provisions of the Certificate of In-

corporation and By-Laws of the National Tax Association shall

govern the conduct of this conference generally, and these rules

of procedure shall be considered supplemental to and subject to

interpretation by such provisions.

The usual rules of parliamentary procedure shall control. Each
speaker shall be limited to twenty minutes for the presentation of

a formal paper. He shall be warned two minutes before the ex-

piration of such period. The time of such speaker may be ex-

tended by unanimous consent of those present.

In general discussion each speaker shall be limited to seven

minutes, and such time shall not be extended. No person shall

speak more than once during the same period of discussion until

others desiring to speak have been given opportunity to do so.

Voting pozver.— The voting power in this conference upon any
question involving an expression of the opinion of the conference

upon a question of taxation or public finance of general public

interest shall be vested in the delegates in attendance, appointed by

the governor or other chief executive of a state. In voting upon
such questions each state shall have one vote, and in case of a

division among the delegates therefrom the votes shall be divided

so as to give proportional weight, by approximate fractions, to the

opinions of the respective delegations.

If the result of such vote shall not reflect substantial unanimity

on the subject in question, no publication thereof shall be made,

and it shall not be considered as expressive of the opinion of the

conference. Such unanimity shall be deemed expressed by a four-

fifths vote.

Voting by proxy shall not be allowed. On all questions other

than those involving an official expression of the opinion of the

conference the voting shall be bv all in attendance.
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The receipt of reports made to this conference by committees of

the National Tax Association shall not be considered as expressing

the opinion of the conference on the subject treated.

Committees.—The following committees shall be appointed: (a)

A committee of three on credentials, to be appointed by the chair-

man, who shall designate the chairman of such committee, (b) A
committee on resolutions, composed of the chairman, to be appointed

by the chairman of the conference, and one person from each

state. The chairman of this committee shall appoint its secretary

and arrange for its organization.

Resolutions.—All resolutions involving an expression of opinion

of the conference shall be read to the conference before submission

to the committee, and shall be immediately referred without debate.

The word " state " as used in these rules shall comprise state,

territory. District of Columbia, an insular or other possession of

the United States or a place over which the United States exercises

extra-territorial jurisdiction, and a Canadian province.

Chairman Haig: You have heard the reading of the rules.

What is your pleasure ?

C. S. Lamb (Pennsylvania) : I move the rules as read be adopted

as governing this conference.

Virgil H. Gibbs (Ohio) : I second the motion.

Chairman Haig : Any discussion ?

(No response.)

(Ayes and noes.)

(Motion carried.)

Chairman Haig : It is now my pleasure to introduce to the

audience Mr. Harold M. Groves, member of the Wisconsin Tax
Commission, who will review for us state tax legislation for the

years 1931 and 1932.

REVIEW OF STATE TAX LEGISLATION 1931-1932

HAROLD M. GROVES

Member, Wisconsin Tax Commission

For many years the National Tax Association program has

given a place to a review of recent tax legislation. In 1931 this

number did not appear on the program. This year it is being re-

vived but in a somewhat different form. Instead of an enumera-
tion of the legislative enactments of the states it has been sug-

gested that an attempt be made to present the broad outlines of the

taxation history of the states during the last two years. This is

such an attempt. We shall be dealing all through these sessions
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of the Association with various phases of recent taxation history.

Consequently, this statement will touch upon some matters dealt

with more fully later on in the program. Its purpose is to picture

the forest before we turn our attention to the trees.

For those who seek a more detailed summary of recent tax legis-

lation I might make reference to an article by Miss Beulah Bailey,

librarian of the New York State Department of Taxation and

Finance in the Tax Digest for October 1931, entitled " Tax Legis-

lation in 1931." A very useful summary entitled "Federal and

State Tax Systems " is prepared by the Tax Research Foundation

and published by Commerce Clearing House. The United States

Bureau of Census will probably make a thorough analysis of tax

and revenue legislation and have it available by 1934.

The New York State Department of Taxation and Finance has

been collecting information on new tax legislation for years. I am
indebted to Miss Bailey for much of the information I am about

to present. Mr. Edwin Witte of the Wisconsin Legislative Refer-

ence Library also rendered much assistance in gathering infor-

mation. I wish also to express my appreciation for the generous

assistance extended to me by numerous individuals—tax commis-

sioners, university professors, taxpayers' leagues, and others all

over the country. The facts and impressions which serve as the

basis for this study are the result of an extended correspondence

with a large number of these people.

The single factor which has pervaded all our economic activity

during the last two years has been the depression. In the deep

and wide influence which it has had upon our institutions it has

been not ineptly compared to a war. Our recent war so eclipsed

all others as to warrant the title " The Great War." Perhaps this

depression for a great many years to come may warrant the title

" The Great Depression." One would expect the depression to

have some important effect on our experience with taxation. And
it has. Some of the trends of the last decade have been accen-

tuated; for instance, the substitution of new sources of revenue for

the property tax and the increase of centralized control over local

finance. Others have been reversed: for example, the trend

toward larger and larger governmental expenditures. For the first

time in a generation, at least, many governments will spend sub-

stantially less money this year than they did a year ago. Other

factors in the situation are entirely new with the depression— for

example, the very great financial problem of relieving destitution.

The economic depression has been a trying experience both for

governments and taxpayers. At the very time when taxpayers were

clamoring for relief governments found their revenues at existing

tax rates rapidly dwindling. In the case of the income tax this

was due to the precipitous drop in business incomes and to a lesser
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degree in individual incomes. The federal income tax, which will

serve as an example, showed a falling off in receipts of 44.2%

during the fiscal year 1931-1932, as compared with the previous

fiscal year.

In the case of units of governments, which rely heavily upon the

general property tax for revenue, the shrinkage of revenue has

been due principally to a heavy tax delinquency. Delinquency

figures are difficult to secure. A bulletin of the United States De-

partment of Agriculture, June 25, 1932, stated that,

" The state average percentages of property tax levies sub-

ject to penalty ranged from five or less in some states to thirty

in others."

The bulletin goes on to say that,

" The highest state average ratios were for agricultural

states containing large acreages of cut-over forest land. In

Minnesota, for instance, delinquency ranged from one per cent

in some of the best agricultural counties to sixty-six per cent

in the cut-over country."

At the end of 1931 there were nearly 40,000,000 acres in five states

alone which were tax-delinquent.

The delinquency problem is not confined by any means to rural

districts. In the state of Wisconsin, Milwaukee County shows the

following trend in delinquency : 6.96% of the tax levy of 1928 was

sold at tax sale; the figure for the 1930 levy was 17.64%; and pre-

liminary data indicate that it will be substantially higher this year.

Newspaper reports in December 1931 credited Philadelphia with

uncollected taxes of $32,000,000, about $10,000,000 of which were

expected to be paid. In April 1932, Detroit had a tax delinquency

of $40,000,000, $21,000,000 of which was on the current levy and

represented 27.6% of that levy. The delinquency has since been

reduced to 25%. Tax delinquency in Buffalo, New York, was re-

ported to equal 32.74% of the assessment roll. New Orleans was

said to have had a delinquency on December 31, 1931, of 23.7%

of its assessment.

Partly because they were already heavily in debt and partly be-

cause of tighter credit conditions and lack of confidence, states and

municipalities found their credit weakened or exhausted at a time

when borrowing might have been used to save them. In 1930 the

average per-capita debt in first-class cities was $185.88. Philadel-

phia was reported, in the latter part of 1931, to be struggling to

sell a $15,000,000 bond issue, only $7,000,000 of which had been

sold. New York complained of inability to get money from its

banks without exorbitant rates of interest. Detroit borrowed

$52,000,000 from its own banks and industries and the banks of
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New York and Chicago. However, the city is struggHng desper-

ately to balance its current budget and reports that there is no way
for it to borrow more money with which to do the balancing.

To make the situation a thousand times worse, there appeared

upon the horizon a relief problem. Before this depression govern-

ments had assumed the obligation of caring for the needy to some
extent, but to a large degree relief had been left to private charity

agencies. The depression had not gone far before it became ap-

parent that governments must assume the major part of the relief

load if wholesale destitution and its dangerous consequences were

to be avoided. At first it was assumed that relief was a local prob-

lem and that only the municipalities were concerned. Gradually,

the demand appeared for state and national assistance for the hard-

pressed localities. The fall of 1931 and the winter of 1932 wit-

nessed special sessions called in several states, primarily to deal

with this problem of relief. Other states dealt with the problem at

their regular sessions. There follows a list of these states which
enacted relief legislation, and the amounts of the appropriations in

each state.

New York $20,000,000

*New York 5,000,000

New Jersev 9,616,033

Illinois 20,000,000

Wisconsin 6.000,000

Ohio 20,000.000 - 25,000,000

Pennsylvania 10,000,000

^Pennsylvania 15,000,000

This makes a total of at least $101,000,000 which has been made
available. New York is voting on a $20,000,000 bond issue for

relief purposes in November. In addition, Massachusetts appro-

priated $3,000,000 " for the construction of public works in order

to alleviate the present unemployment emergency." Rhode Island

made a million and a half dollars available for loans to localities.

Eary in 1931 Oklahoma appropriated $300,000 in state aid for

direct relief and another $300.00 for the distribution of seed.

Wisconsin expended over $4,000,000 on a grade crossing elimina-

tion program mainly to relieve unemployment.

Relief still continues to be a major problem for our industrial

cities. At the point of being forced to abandon its relief service

for want of funds, Chicago called a conference of bankers and

business men on June 4, 1932, and the conference raised $4,000,000

with which to continue relief service until August. At a confer-

ence of twenty-seven mayors in Detroit on June 2, 1932, Mayor

* Second appropriation.
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Murphy of Detroit declared that local authorities were unable to

cope with local needs and federal assistance was imperative. Only

two mayors voted against a resolution asking for federal assistance

in the form of a five billion dollar construction program. More
recently, of course, some local governments have secured loans

from the Reconstruction Finance Corporation of the Federal Gov-

ernment.

Although most states and municipalities have had a terrific spell

of financial headache, most of them have, down to the present,

managed to keep themselves more or less solvent. Some defaulting

there has undoubtedly been, less frequently on the interest and

principal of notes and bonds, more often in the failure to meet

salary obligations when due. Chicago, perhaps, has received more

publicity on its salary juggling, but many other cities have had

similar experiences. Almost every sizeable city has had an ex-

tremely difficult time balancing its budget and some have resorted

to every possible expediency to do so. Someone has compiled a

list of 122 cities and 104 counties, townships and irrigation dis-

tricts and other improvement districts in 31 states which have been

reported to be in default as to principal or interest during the last

five years.

At least three states in 1931 enacted receivership legislation for

the benefit of local government. These states are New Jersey,

Massachusetts, and North Carolina. The New Jersey legislation

enabled a justice of the Supreme Court to throw a municipality

into a receivership upon the petition of any municipal bond or note-

holder after a sixty-day default. The receiver was to consist of a

finance committee consisting of the Attorney General, State Tax
Commission, and Commissioner of Municipal Accounts. The re-

ceivership was to continue until all obligations had been funded or

refunded. The occasion for this legislation was the default upon

its bonds of North Bergen Township in Hudson County. The
Massachusetts statute was specific rather than general and desig-

nated a committee known as the Fall River Board of Finance to

administer the finances of Fall River. A local government com-

mission in the state of North Carolina now has the power to take

local governments into receiverships if they do not meet their obli-

gations. During 1930, before the legislation was adopted, about

thirty units defaulted at least temporarily upon their interest pay-

ments.

These public receiverships are not altogether new on the Amer-

ican financial scene, but they have never before been so important.

A public receivership involves a suspension of home rule and

democracy and consists of local government by a state dictatorship.

So far, we have considered the financial difficulties from the

standpoint of governments. The taxpayer, too, has had his troubles.
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Tax rates which were tolerable two years ago became intolerable

during the depression. The general property tax, like a mortgage,

creates a high fixed charge upon real estate, and during depres-

sions when incomes shrink or disappear this fixed charge is often

more than the taxpayer can meet. Owners of real estate the coun-

try over have found themselves in this predicament. Farmers have
experienced it as the result of the drop in farm prices from an

index of 155 * in 1929, to 56 in April, 1932. Farm prices this

year hit the lowest levels in a generation. Farm leaders have called

for relief against these prices and have threatened to strike if it

were not given. The recent strike among the farmers of Iowa,

Nebraska, and the Dakotas indicates that this threat was not alto-

gether idle. In cities people without jobs were threatened with the

loss of homes as a result of foreclosure or sale for taxes.

With this as a background, it is easy to understand why tax-

payers' complaints have assumed unprecedented proportions. News-
paper editorials all over the country are deploring the " excessive

costs of government " and " intolerable tax burdens." Taxpayers'

alliances have multiplied and have enjoyed more attention than

ever before. It is an ill wind that blows nobody any good and
taxpayers' alliances have entered their golden age during this de-

pression. Several states have new alliances this 3'ear, including

Kentucky and Wisconsin. On June 3, 1932, there was held, in

Chicago, a national conference for the reduction of governmental

expenditure. In a two-day session speakers pictured the great issue

of our time to be the fight between tax-spenders and tax-payers.

The army of public payrollers, it was declared, has fed too long at

the public trough. Billions must be lopped off from the total ex-

penditures of governments.

The principal tax problem of the last two years has been that of

relieving general property of its heavy burden of taxes. Relief has

followed two main lines—that of reducing governmental expendi-

tures, and that of shifting the burden from the general property

tax to other sources of revenue.

In theory, it is a close question as to whether or not public

e.xpenditures should be cut during a depression. There is a great

deal to be said for stable governmental expenditures during hard
times. Such a policy maintains the existing number of govern-

mental employees and maintains their purchasing power. But dur-

ing the last two years we have been confronted by a condition and
not a theory. The Detroit Bureau of Governmental Research puts

it as follows

:

' The nation as a whole has been buying about fourteen

billion dollars a year of government from a national income

'"'' Compared with pre-war.
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of about ninety billions. When, in a period of depression, that

national income shrinks to say sixty-five billion dollars, and
taxes go unpaid, it follows that the cost of government must
be similarly deflated."

Reductions in public expenditure have been sought in many
directions. The first to suggest itself has been the reduction of the

salaries of public officials. Much salary cutting there has undoubt-

edly been, from the national government down to the smallest

municipalities. The federal cut has been 8.3% where salaries are

over $1,000. The cut in Michigan and Virginia was 10%. West
Virginia's cut ranged from 10% to 25%. Detroit has cut salaries

23% and upwards from what they were a year ago ; Toledo has

cut 25% ; Cleveland from 14.6% to 50%. This is to mention only

a few of many examples.

Some states have sought deflation in a centralization of govern-

mental functions. First among these is the state of North Caro-

lina, which has taken over the maintenance and construction of all

roads in the state. Local and county highway commissions have
been abolished. The state took over 45,000 miles of county and
township highways. More important, perhaps, is the program to

finance the state highway system without any levy upon property.

North Carolina has gone all the way in accepting the doctrine that

the public roads are so exclusively a benefit to the motor vehicle

that owners of vehicles should pay for the entire cost of the high-

ways. The gasoline tax was increased from five to six cents. The
state expects to reduce the cost of the highway system materially.

It decided to scrap its state-aid system on the ground that the aids

have not resulted in a corresponding reduction of property taxes.

The property-tax levy for roads amounting to $5,500,000 has been

entirely abolished. The state claims a reduction in the annual cost

of maintenance of two and a quarter millions.

In addition, the state has assumed responsibility for the necessary

operating expenses of its schools during the constitutional six-

month school term. The state made an effort to finance its educa-

tional program without a resort to a levy on property, but finally

accepted a state levy of fifteen cents on $100 of property. The
revenue system was revised to raise much additional money from

other sources than property. Rates on incomes and inheritances

and franchises were raised.

According to the proponents of this program it is the result of

some hard experience in North Carolina. They say that total taxes

in the state increased four times between 1919 and the present.

The burden was very unequally distributed among the various

counties of the state. During 1930, approximately thirty units de-

faulted at least temporarily in their interest payments. The people
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demanded tax relief and were " little interested in such factors as

the preservation of the rights and prerogatives of local self-

government." Mr. Paul W. Wager, in a recent article in the Politi-

cal Science Reviezv, offers the additional explanation that the state

has had several excellent governors in recent years and that " there

have been so many scandals in local government that confidence in

local self-government has been shaken."

North Carolina claims a reduction of $12,000,000 in property

taxes as a result of its centralization program and the substitution

of other sources of revenue for the property tax. This is a 20%
reduction. The state also claims to have now reduced the portion

of tax revenue raised from property taxes for the state and all its

subdivisions to 52%.
Town highways are m the process of absorption into county

systems in the state of ^Michigan and in the state of Indiana.

There has been a great deal of talk about consolidation of units

of government as a road to economy. It is customary to point to

the 419-odd taxing bodies in Cook County, Illinois, as a shining

example of the opportunities of consolidation. Consolidation is

likely to proceed slowly, among other reasons because public offi-

cials do not wish to consolidate themselves out of a job and
because citizens are afraid they may surrender some of their

prerogatives. It should also be said that outside of a few cases of

clearly over-developed governmental machinery such as exists in

Cook County, and some of the small school districts which clearly

have no economic justification, the case for consolidation as a

means of economy has not been demonstrated. Studies of the

possible economies of consolidation are being carried on in Wis-
consin and Montana in collaboration with the United States De-

partment of Agriculture. Idaho is to vote this fall on a constitu-

tional amendment permitting the consolidation of counties. Several

commissions in the state of Indiana have recommended the re-

organization and consolidation of local governments, and similar

recommendations have been made by special tax commissions in

New Jersey and New York.

One alleged method of reducing public expenditures receiving

wide attention at the present time is the limitation of property tax

rates by legislative or constitutional mandate. Iowa passed a law

in the session of 1931, making a reduction of 5% in local property

taxes mandatory. Exceptions were to be allowed only with the

permission of the State Budget Director. Much attention is being

given in Kansas to a constitutional amendment which is to be on

the ballot this fall. The amendment would limit property taxes in

Kansas to 13^% in rural districts and 2j/^% in cities. Taxes might

be levied above the maximum to retire present debts and to pay

interest. Also, additional emergency levies might be authorized
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by the qualified electors of any taxing district. The amendment is

being warmly defended by the Tax Limit Amendment League as

the people's defense against misrepresentation by their represen-

tatives.

Indiana in its recent special session limited the total tax rate in

any taxation district to $L50 on $100 of taxable property. The
limitation was made subject to appeal to a county board for the

right to make additional levies because of special circumstances.

Appeal from the decision of the county board may be taken to the

State Tax Board though the latter has the power to decrease levies

only and may not increase them.

Washington votes on a tax-limitation statute this fall. It pro-

poses to limit the total tax rate on property to forty mills plus

whatever may be necessary for debt retirement and interest. West
Virginia also votes on a tax-limitation amendment.

A suggestion recently made in Wisconsin concerning the central

control of local expenditures seems worth passing on at this point.

In our state the system of state aids has been attacked on the

ground that it is " a scheme of public plunder masquerading as

donations." On the other hand, the state-aid system is defended as

one of the most effective ways of reducing the burden of local

general property taxes. It seems quite evident that the state should

not continue to pour huge sums of money into local communities

without exercising some control of the way in which the money is

spent. Legislation has been suggested which would create a state

agency to cooperate with local communities in devising ways and

means for reducing local property taxes. It is further proposed

that the agency should have the power either in cases of appeal to

it by local taxpayers or on its own motion to order such changes in

the local budgets as seem advisable. These orders should only

apply to expenditures toward which the state lends its assistance

and should not be mandatory upon the localities except as a con-

dition which must be met in order to receive state aid. North

Carolina has established a local government commission with a

director of local government at its head. In addition to function-

ing in an advisory capacity the commission has entire charge of the

approving and issuing of local bonds and notes.

There are, of course, opportunities for economy which we have

not mentioned and which have been advocated and practiced to

some extent in the states. All of the so-called " frills " of govern-

ment have been in for much attack. Free textbooks, athletics,

vocational education, play features, and free feeding in the public

schools, free clinics, visiting nurses, and even libraries have been

placed in this class by some of the critics. Our extensive highway

building program affords much opportunity for economy and defla-
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tion, but this, of course, would be at the expense of the employ-
ment of labor.

The other principal method for relieving the general property

taxpayer is by means of shifting part of his burden to some one
else. Never before has there been so much talk and so much in-

terest in plans for '' remodeling the tax system." We are told that

the general property tax is like a nineteenth-century carburetor in a

twentieth-century engine— antiquated and inadequate to meet the

needs of a modern state. California created, in 1931, a permanent
Tax Research Bureau in the State Board of Equalization, specifi-

cally directed to report to the legislature ways and means of re-

lieving homes, farms, and other real estate. It was given an appro-

priation of $90,000. During 1930-31 special fiscal commissions

reported in at least fourteen states. At least as many more states

have commissions, committees, or special surveys, many of them
liberally supported, which have reported since 1931 or are sched-

uled to report soon.

Perhaps the chief rival of the property tax as a source of state

revenue is the state income tax. The state income tax has been

making considerable progress and is now used both more intensively

and more extensively as a source of state revenue than it was two

years ago. New income tax laws have been adopted since 1930 in

Idaho, Utah, Vermont, and Illinois. The three states first named
apply their tax to the incomes of both individuals and corporations;

the Illinois tax applies to individuals only. The Idaho and Utah

laws are mildly graduated from 1% to 4%. The Vermont law is not

graduated but has a classification feature. Income is classified as

earned and unearned and the rate of 2% is given the former and

4% the latter. The classification is also applied to the exemption.

Against earned income a thousand-dollar exemption is allowed the

taxpayer with an additional thousand if he is married and $200 for

each dependent. For unearned income, if this is the sole source

of the taxpayer's income, the exemptions are $400 for the taxpayer

and $800 for himself and spouse. The Illinois rates are graduated

with generous brackets ranging from 1% on the first $1,000 of tax-

able income to 6% on income in excess of $25,000. The Illinois

law has been declared unconstitutional by a county court and is

now before the Supreme Court of that state.

Several states will vote on the income tax during the fall elec-

tions either in the form of a constitutional amendment or a statute.

Among these states are Kansas, Washington, Minnesota, West Vir-

ginia, and Colorado. A number of states had close contests on the

issue of a state income tax at recent sessions of their legislatures.

In Iowa, for example, the governor was elected on a platform en-

dorsing the income tax. An income tax bill passed the assembly

and was defeated when an amendment coupling it with a county

assessor provision was added in the senate.
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Missouri, North Carolina, Oklahoma, Wisconsin, Tennessee,

South Carolina, and Oregon, all raised the rates of their income
tax schedules. Oregon now applies a rate on corporate income of

8%, the highest in the country. Oregon has a personal property

tax offset up to 907c of the corporation excise. The states which

now have an income tax in some form are twenty-four in number

—

exactly half the states of the Union. New York and Wisconsin

both placed a temporary additional burden on individual income

taxpayers to finance relief.

We might digress at this point to discuss several of the issues of

the income tax which have been thrust into prominence during the

last two years. The first is that of offsets. W^isconsin was the

first state to apply an income tax offset. Its offset permitted the

OM^ner of personal property to pay his income tax with a personal

property tax receipt. This feature was copied by North Dakota.

Both states have since abandoned their experiments with income

tax offsets. However, the new income tax law in Utah allows an

offset for all property taxes paid up to one-third of the income tax

bill of the taxpayer. Illinois also has an offset. It is limited to

the tax on income-producing property imposed by the state of

Illinois or any of its subdivisions. No greater proportion of the

income tax may be offset than the income from the property bears

to all the taxpayer's income. In addition, an offset is allowed for

the taxes paid on a home up to $100. The research of Professor

Simpson, familiar to those who attended the meetings of this Asso-

ciation last year, thus appears to be very timely. This research, it

will be recalled, shows the effects of the offset provisions in income

tax laws and the illusions under which many proponents of these

provisions have been laboring.

Another question in the income tax field is that of stability of

revenue. The returns from the income tax vary with the swing

of the business cycle, and at the very time when the revenues may
be needed most the receipts may be far below normal. This is

the situation which has confronted the Federal Government and

brought about its recent huge two-billion-dollar deficit.

Several devices to increase the stability of the tax have been

tried or proposed. The first is the system of taxing each year the

average of several years' income. This system was adopted in

Wisconsin in 1927 and is still in operation there; though it has

been repealed, the state is about to return to the single-year basis.

The three-year-average method was not popular in Wisconsin. It

was felt that it violated the ability principle in paying no heed to

the trend in income. One might have a substantial tax to pay in

a particular year and no income with which to pay it. Moreover,

a court decision in Wisconsin makes it impossible to collect on the

untaxed portions of the averaged income after the taxpayer dies

or leaves the state.
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The New York State Tax Commission for the Revision of Tax
Laws in 1932 recently recommended a new method of stabilizing

the receipts from the income tax. They proposed that a reserve be

built up during the good years and drawn upon during bad ones.

This seems like a sensible and logical proposition, but it is con-

fronted with a political difficulty. No party in power cares to save

up funds for the next administration to spend. It is impossible for

one administration or legislature to bind its successors,

A third issue concerns itself with the broadening of the tax base.

The income tax base can be broadened by decreasing the personal

exemptions or by including other income exempt in the tax base.

The state of Mississippi resorted to the first of these devices and
cut the personal exemptions exactly 50%. The United States

Supreme Court contributed something to broaden the base of the

income tax by the second method. It appeared for a time that the

income from copyrights and patents was not taxable under state

income taxes. In the case of Long v. Rockwood, the court held

that income from these sources w^as from a federal instrumentality

and could not be taxed by the states. The decision is definitely

overruled by a unanimous decision in the case of Fox Film Co. v.

Doyal. The recent willingness of the Supreme Court to set aside

or modify doctrines that were thought to be established and sacred

suggests the possibility that the court itself may one day give gov-

ernments more power to tax each other's securities. On the other

hand, a decision of the U. S. Board of Tax Appeals holds that the

salaries of instructors and other employees of state universities are

not subject to the federal income tax. Most states exempt from

income taxation dividends from domestic corporations in the hands

of the stockholders. This is on the theory that the corporation pays

the tax for the stockholder when it pays the corporate income

tax. This theory has been under attack in Wisconsin. A bill to

eliminate the exemption of dividends passed one house of the legis-

lature by a large majority and narrowly failed in the other. This

question has become an issue of very considerable importance in

Wisconsin. The Wisconsin emergency relief tax, a special income

tax used to raise relief money, allows no exemption for dividends.

However, it should be said that this tax applies to individuals only.

This law also excludes capital gains and losses from the income

tax base. The federal law set a new precedent by permitting the

deduction of losses on the sale of securities held less than two years

only against gains from the sale of such securities.

The fourth issue involves the question of coordination of federal

and state revenue systems. Already there has been some demand

that the states surrender the income tax to the Federal Govern-

ment. Friends of the state income tax reply that in this country

the states are obliged to perform the more important functions of
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government such as education, transportation, and relief. They
need some financial resource besides the property tax. These
people urged the Federal Government to do with the income tax
what it has done with the inheritance tax; that is, grant a credit

of some amount against the federal tax for income taxes paid the

states. It is claimed that this would make the income tax more
universal among the states and make competition more equitable

among corporations and individuals doing an inter-state business.

Perhaps the second major substitute for the property tax has
been the gasoline tax. During 1931, thirteen states increased their

gasoline tax. There were no decreases. In 1932 there are only

four states, including the District of Columbia, with a two-cent
tax. Connecticut, Missouri, Rhode Island, and the District of Co-
lumbia are the four.

Eleven states have but a three-cent tax, seventeen states have a

four-cent tax, nine states have a five-cent tax, five states have
a six-cent tax, and two states have a seven-cent tax. The federal

tax, of course, is super-imposed upon all of these state taxes. We
have already called attention to the fact that at least one state.

North Carolina, is committed to the policy of financing the state

highway system without a levy upon property.

One of the few sources of revenue to yield nearly its usual

return during the depression is the gasoline tax. There is re-

ported to be a decline in motor fuel consumption of about 2.48%.

Not only is this tax being used to pay a larger part of our highway
bill, but in addition it is being utilized in some states to meet the

cost of relief. Ohio is the most noteworthy example. In that

state, under the new relief law, the expenditure for relief of all

or part of the counties' or cities' share of the gasoline and motor
vehicle license revenues is authorized. Illinois authorized the state

to issue bonds for relief purposes and provided that these bonds

should be paid off by diverting to this purpose part of the counties'

share of the gasoline tax collected by the states and allocated to the

counties. In other states there is a wide demand for the diversion

of gasoline tax money for relief.

Critics of the general property tax have long pointed to the fact

that it breaks down in its attempt to reach that form of wealth

called intangible property—stocks and bonds and mortgages and

the like. Some states like Wisconsin abandoned the ad valorem

tax on this property \vhen they adopted their state income tax.

The income tax does not, however, impose a burden on this type

of property at all equivalent to the burden imposed upon real estate

by the property tax. This fact has been recognized in some states

by the adoption of a classified income tax with a special additional

tax upon the income from intangibles. This system has recently

been adopted in Tennessee and Oregon.



22 NATIONAL TAX ASSOCIATION

Under the Oregon income tax law the net income of individuals

is taxable at rates ranging from V/c on the first $1,000 of income
to S% on net income in excess of $4,000. Oregon imposes an
excise on corporations based on net income and with a flat rate of

8%. Neither interest nor dividends are taxable under either the
above—both are included in an additional tax imposed upon the net

income from intangibles.* The rate is 87^^. The exemption for a
single taxpayer under the intangibles tax is $1,500 minus his com-
bined net income from all sources as defined in this and the per-

sonal income tax act, with a maximum exemption of $500. That
is, if a taxpayer has $500 income from interest and no other in-

come, he is allowed it all as an exemption; if he has other income
of $800, he is allowed an exemption of $200. The exemption for

a married taxpayer is $2,500 minus the combined net income from
all sources. The maximum exemption is $800. There is no addi-

tional allowance for dependents.

The Tennessee tax was enacted in the second special session of

the Tennessee legislature in 1931. It imposes a tax of 5% on the

income from stocks and bonds and notes. The income from stocks

is not taxable where the corporation issuing the stock has 75% or

more of its corporate property assessable in Tennessee. The tax

is allowed as a credit against general income taxes imposed, but no
personal exemptions are allowed.

Ohio had no general personal income tax and, until 1931, in-

tangible property in that state was taxable as general property.

The classification law enacted in that year provided for a different

standard of assessment for different classes of property. Money
and current credits less current debts were required to pay a low
flat rate of three mills. Owners of securities yielding an income

were required to pay a tax on the income at a rate of 5%. Un-
productive securities were given a rate of two mills on their value

and certain specific stocks and credits were to be taxed on an

ad valorem basis with rates of two to five mills on the value of

such intangibles.

Kansas re-enacted its special tax on intangibles in 1931. Penn-

sylvania and Georgia are to vote this fall on amendments permit-

ting the classification of property.

In addition to the income tax, the gasoline tax, and special taxes

on intangibles, many states have looked to various sales and excise

taxes for new revenue to relieve the property taxpayer. North

Carolina imposed a gross sales tax on wholesale and retail mer-

chants, graduated according to the amount of sales. The state of

Mississippi, in its 1932 Emergency Revenue Act, included a gen-

eral sales tax w^ith a rate schedule of European magnitude. The

* Interest paid is deductible.
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rates are 2% on producers and retailers, 1% on manufacturing, and

2% on public utilities and contractors. If the administration of

this tax is at all vigorous, its yield should be considerable. Penn-
sylvania recently imposed a sales tax at the rate of 1 per cent on

each dollar of the gross income derived from the sale of tan-

gible personal property. The tax is to apply for six months only

and is expected to yield $15,000,000 for relief. However, Georgia

abolished in 1931 the sales tax it had adopted in 1929. Ohio and

Texas and Louisiana are new converts to the cigarette tax. That

makes fourteen states which now tax some or all manufactured

tobacco products, with the cigarette bearing most of the burden.

Georgia and Arkansas increased their rates on cigarettes, though

the latter state repealed its tax on cigars. Vermont and IMaryland

adopted a tax on billboard advertising. Xew taxes upon boxing

and wrestling were imposed by Delaware, New Jersey, and West
Virginia. Arkansas and Nevada have adopted legislation taxing

vending machines, and Nevada has legalized gambling apparently

for fiscal reasons. It has been suggested that this new motion of

levying a tax on automatic machinery may be the solution of the

unemployment problem. A tax on kilowatts of electricity gener-

ated within the state has been adopted in Idaho. The rate is one-

half mill per k.w. Vermont, Louisiana, and South Carolina have

also added k.w. taxes to their revenue systems.

Florida and Alabama have joined the ranks of the states which

have an inheritance or estate tax, leaving only Nevada without a

tax of this kind. The federal credit of 80% has proved effective

in eliminating these " cities of refuge " for the wealthy aged.

Several states have revised their rate schedules, most of them in-

creasing their rates. Delaware revised its schedule somewhat

downward.
Never before in our history has such a strenuous effort been

made to reduce general property taxes. The reductions which

have taken place may seem small to the property taxpayer, but they

are the most sweeping reductions we have had in the history of the

country. Taxes, and particularly property taxes, have had a habit

of moving in one direction only. Now, North Carolina lays claim

to a property tax reduction this year of 20%. Oregon reports a

reduction of 14.4%' ; North Dakota 8%, South Dakota 14.8%. Wis-

consin's 1931 levy was 11.6%^ less than its 1930 levy. Town taxes

were 23.18% less. Iowa showed a reduction of over 9%, North

Dakota 8%, South Dakota 13%, and Michigan and Indiana of

more than 4%. IMost of the states have not been heard from con-

cerning the exact amount of their property tax reductions.

There are other phases of taxation which have witnessed inter-

esting developments during the last two years, but time will not

allow more than to mention them. Changes have occurred in the
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field of bank taxation; the decision of the United States Supreme
Court in the case of Pacific Company, Ltd. v. Johnson, though

not specifically overruling the earlier Macallem decision, certainly

does so in effect. The late decision (April 11, 1932) held valid a

California statute including the income from tax-exempt bonds in

corporations' gross income for franchise tax purposes. Taxation

for non-fiscal purposes has been widely used to aid the dairy in-

dustry in its competition with oleomargarine. The chain store tax

movement was aided and abetted by the decision of the United

States Supreme Court sustaining the Indiana law. Several states,

notably Alabama, Florida, and Wisconsin, have enacted statutes

somewhat modeled on the Indiana statutes.

The United States Supreme Court, in several recent decisions,

has indicated its interest in eliminating double taxation between

the states. Its decisions to the effect that intangible property, in-

cluding stocks as well as bonds, is taxable under the inheritance

tax only in the state of the taxpayer's domicile may leave a great

deal to complain about from the standpoint of equity, and the

power of the courts, but it will lay to rest the difficult problem of

double taxation so far as the inheritance tax is concerned.

In summary we might list what seem to be the six major de-

velopments in taxation during the last two years and why they

seem important.

1. The depression with its attending tax delinquency and in-

creased expenditures for relief. This has created a strong

popular demand for the reduction of public expenditure and

the broadening of the support for state and local revenues.

2. The centralization of the functions of government as exempli-

fied especially in North Carolina. This represents an impor-

tant attempt to reduce expenditures and shift burdens from

the general property taxpayer. It presents a strong rival to

the state-aid systems which have come into wide use.

3. The adoption and wide interest in the central control of local

expenditures by legislative mandate. This is an indication of

distrust in local government and a desire to place checks and

limits upon the right of the people or their chosen representa-

tives to spend their own money as they please.

4. The acceleration of the state income tax movement. This

indicates a trend in the direction of more personal and less

impersonal taxation.

5. The adoption of special income and ad valorem taxes on in-

tangibles. This is a manifestation of the disintegration of the

general property tax and an indication of a feeling that in-

tangible property is inadequately taxed.

6. The upward urge of taxes on motor vehicles and motor fuel

and the commitment of North Carolina to the policy o^
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financing its entire highway system without a property tax

levy. This shows a growing conviction that the motorist has

paid less than his proportionate share of the cost of highways.

It is a tribute to the gasoline tax as a productive and popular

source of state revenue.

He would be a well-informed and talented person, indeed, who
could give in an hour an accurate, complete, and well-balanced

account of the multitudinous developments in the field of taxation

during the last two 3-ears. If I have thrown some light on a few

of the high spots on the road over which we have traveled, I have

accomplished my purpose.

Chairman Haig: I am sure we will all agree that the speaker

has accomplished his difficult task in very fine fashion. In accord-

ance with our custom, the meeting is thrown open to discussion

of this paper under the seven-minute rule. Are there those who
desire to speak ?

George H. Sullivan (Minnesota) : I wish at this time that you

might announce that at the close of this meeting tonight there will

be a conference of the representatives of the states who are in-

terested in the question of bank taxation. A very important ques-

tion is to be determined. It will take only a few minutes. It is

to determine the question of whether the states will recede from a

compromise made with the bankers in 1930 and agree upon a form

of amendment to the federal statute which they will agree to

support.

Chairman Haig : Are there those who desire to discuss the

paper ?

Francis N. Whitney (New York) : I think the Supreme Court

of Tennessee within the past few weeks has declared the income

tax unconstitutional.

Chairman Haig: Any other remarks? If not, there are some

matters of routine which should be disposed of.

Philip Zoercher (Indiana) : I don't want to take up any time,

but it is necessary that the National Tax Association provide for

its perpetuation by the selection of a committee on nominations,

and therefore I beg the indulgence of the conference at this time

by moving that a committee on nominations be appointed, to con-

sist of the past presidents of the N. T. A. attending this meeting,

with three additional members, and that the President of the Asso-

ciation appoint the chairman of this committee.

(Motion duly seconded.)
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Chairman Haig : You have heard the motion.

(Ayes and noes.)

(Motion carried.)

Henry F. Long (Alassachusetts) : Just a comment on the very

splendid talk of Mr. Groves. I think that jMr. Whitney did not

mean necessarily that he wanted to criticize !Mr. Groves for indi-

cating that the court in Tennessee had held the income tax there

unconstitutional, because I understand that is very likely to go
forward for higher adjudication. I think Mr. Groves made it

clear at the beginning that he did not attempt to be entirely correct

on all of his facts, because it was with difficulty that he obtained

the information. But, I do hope that in his prepared address he

will also consider a trend which he did not seem to mention, and

that is the trend of submitting to the votes of the citizens of vari-

ous states, by way of referendum, some of these tax measures that

have been introduced, which to my mind is perhaps one of the

most serious trends, and one of the most interesting ones to discuss

that there is on the whole subject of tax legislation for the last

five or ten years.

Thornton Cook (^Missouri) : J\lay I ask if members of the

Association who are not officials of any state, but who are in fact

bankers, are eligible to attend the meeting, following this session.

on bank taxation ?

George H. Sullivan : The meeting, which I omitted to say will

be in Parlor C, is intended primarily as a meeting to determine the

policy of the representatives of the states in reference to future

attempts to have Section 5219 amended ; and it was not the purpose

to have the bankers confer with us, although we will be pleased to

hear any suggestions they might take.

Henry F. Long: I think on behalf of Mr. Sullivan and the

men who are interested in this problem that we would say to Mr.

Cook that we not only want the bankers present but any depositors,

if there are any left

!

Thornton Cook : I think you have taxed most of them out of

existence.

Chairman Haig: Are there others who desire to participate in

the discussion ?

(No response.)

Chairman Haig: I should like at this time, if I may, to an-

nounce certain of these committee appointments. I should like to

ask Mr. E. P. Tobie, of Rhode Island, to act a'; chairman of the

committee on credentials, and appoint as members of that com-
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mittee Miss Lois Query of South Carolina and Judge Virgil H.
Gibbs of Ohio.

I should like also to ask Mr. Blodgett of Connecticut to act as

chairman of the committee on resolutions. The By-Laws, as you
know, require that each state be represented on that committee by

some one selected by the delgates from that state. It is, therefore,

important that the delegates from the various states should confer

and decide who their representative should be, in order that Mr.
Blodgett may proceed to the organization of his committee.

For the committee on nominations, which was provided for by

Mr. Zoercher's motion, I should like to ask Judge Bliss to act as

chairman of that committee, together with the ex-presidents of the

National Tax Association in attendance, and also ^Ir. Lamb, Mr.

Maxwell, and Mr. Acker.

I believe there are some announcements which the secretary or

the chairman of the local entertainment committee would like to

make.

Secretary Query: The representatives of the local entertain-

ment committee have requested me to announce that the official

picture of the delegates to the conference will be taken tomorrow
on the State House steps, immediately after the adjournment of the

morning conference. They have been able to secure a group of

those who attended the first conference here twenty-five years ago.

some of whom are not here now as delegates but who are residents

of either the city of Columbus or the state of Ohio and elsewhere,

and they are going to get those to form a part of our group picture

tomorrow. Don't forget that.

If you will note on the program, the Wednesday evening session

is to be a dinner session. Banquet tickets are at the desk or will

be at the desk in the morning. We should like all of those who
expect to be here Wednesday evening, and who plan to attend the

banquet to signify their intention to attend, or to purchase tickets,

which will cost two dollars each, so that the hotel authorities may
be notified of the number expected to attend the banquet. I thank

you.

Franklin S. Edmonds (Pennsylvania) : May I ask the dele-

gates from Pennsylvania to meet in the corner of the room imme-

diately upon adjournment so that the choice for the committee on

resolutions may be made.

Chairman Haig: Any other requests of similar character?

Martin Saxe (New York) : I move that when we adjourn

tonight we adjourn out of respect to the memory of Mr. Frank

Zoller, one of our popular members, whose very untimely death,

only a few days ago, I am sure was a great shock to all who knew
him and loved him.
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Zenas W. Bliss (Rhode Island) : Second the motion.

Chairman Haig: You heard the motion.

(Ayes and noes.)

(Motion carried.)

Chairman Haig: When we adjourn this evening it will be to

meet again tomorrow morning at 9 : 30. Senator Edwards, of Ohio,

who is to read the first paper, has promised me to be here at 9 : 30

in the morning. I also will be present at that time, as also will

Mr. Zoercher, who has consented to preside tomorrow at 9 : 30.

I have taken the liberty of instituting a system of recall of presid-

ing ofificers at this conference of the Association, the understanding

being that the conference will be in control on the matter of length

of papers. The rule that the papers should be allowed twenty

minutes for presentation will be observed, except when it is broken

by the action of the conference itself, so if you have any two-hour

papers it will be your own fault. We have an exceedingly heavy

program, and it would expedite matters greatly if we could be

prompt in begininng our sessions and observe the rules set down
for discussion and for the length of papers, so we shall make the

effort at least; but after all the matter is entirely in your hands.

Any other business to come before the meeting?

Henry F. Long : It might be a good idea, Mr. President, now
that we have Mr. Zoercher's promise to be here promptly at 9 : 30,

for some of the rest of us to be prompt. I will promise to be here.

Chairman Haig: If there is no further business to come before

the meeting, a motion for adjournment is in order.

(Adjournment.)



SECOND SESSION

Tuesday, September 13, 9:30 A. M.

Chairman Haig: The hour has arrived and the session will

be in order. We are all, of course, acquainted with Mr. Philip

Zoercher of Indiana, and will all be grateful to give him an oppor-

tunity to appear in a different role from that in which he usually

appears, either as a proponent or defender of the Indiana plan.

I take great pleasure in introducing Mr. Philip Zoercher, your

presiding officer over this morning's session.

Philip Zoercher of Indiana, presiding.

Martin Saxe (New York) : May I make a suggestion, that I

think we ought to have something like a sergeant-at-arms, who can

go out and notify the members that we are ready to proceed.

I think it is disrespectful to people who prepare papers to have

such a small attendance.

Chairman Zoercher: It just seems to me that the folks who
are representatives and delegates to this kind of convention ought

to be a class of citizens who, when the time is set, will be here.

Most of them come at the state's expense, and they ought to be

willing to be here at the proper time. However, it does no good

to lecture those who are here.

Robert M. Haig: Would you be willing to entertain a motion

that Mr. Martin Saxe act as sergeant-at-arms?

Chairman Zoercher : Mr. Saxe, go out, as sergeant-at-arms,

and bring the crowd in.

Martin Saxe: I will do it.

Chairman Zoercher: We are going to try to follow the rules

as they were read last night. Speakers will be limited to twenty

minutes. Two minutes before the twenty are up, I shall notify

them, and then, if by unanimous consent, the time is extended,

why, the speaker may go on. The discussion, you understand, will

be limited to seven minutes, and no speaker will have a right to

speak more than once during the same period of discussion until

others desiring to speak have been given opportunity to do so.

If there ever was a time in the country's history when taxation

was a matter of importance, it certainlv is now; and we may
(29)
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receive a great deal of benefit out of these meetings if we come
and attend and take an interest in what is being said. If there are

any suggestions to make, don't hesitate to make them.

It is with a great deal of pleasure that I introduce this morning
as the first speaker on the program, Senator John S. Edwards, a

member of the Ohio Tax Commission—Mr. Edwards.

John S. Edwards (Ohio) : Air. Chairman and Ladies and
Gentlemen of this conference: It is a very unusual and real pleas-

ure to me to have a part in this program today, and before you

start to read time on me, Mr. Chairman, I should like to have the

privilege of saying just a few words.

I would like to express, not only on my own behalf, but on

behalf of the other members of our Ohio Tax Commission, our fine

feeling that this conference has seen fit to come to Ohio at this

time. We want you to know that we stand ready to extend any

and every service that is within our power. If there is a single

thing here that we may do on this occasion to make it not only a

pleasant occasion but a profitable one, we want the opportunity to

do that; and so, on behalf of the other commissioners, I want to

say a word for them. They are tremendously busy. You may
know that just at this time we are in the midst of fixing the values

for our utilities here in Ohio. Quite a number of hearings have

been set for this week; consequently it has been impossible for

Governor Braden, who is chairman of the commission and also has

charge of corporations and utilities, to be here. He was in hearing

until five o'clock yesterday. He was here just a few minutes this

morning. I hope, of course, he will have opportunity to be with us

occasionally, from time to time.

The subject that I am attempting to discuss with you this morn-
ing is " A Quarter Century of Tax History." To try to cover

that in twenty-five minutes, at the rate of a year a minute, is going

some. I want to make this observation : I am trying to get away
from mere detail and make this little story lead into the following

papers of these two sessions today, to the end that we leave you

with a pretty fair conception of Ohio's machinery, when we are al)

through with the two sessions.

A QUARTER CENTURY OE TAX HISTORY

JOHN S. EDWARDS

-Member, Ohio Tax Commission

In presenting this paper, I am not unmindful of the fact that

students of taxation and finance probably are quite familiar with

the progress of taxation and with the efforts that have been made
for tax reform in Ohio during the past quarter of a century, and
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therefore are interested in Ohio's revenue system of today rather

than any system of the past.

I am also of the opinion that the history of progress and reform
in taxation in Ohio is much the same as the history of prog'-ess

and reform in taxation in any one of the several states. Perhaps,

sharply retarded in instances as to specific fields of taxation and
accelerated as to others—yet on the whole much the same.

Consideration, given to either of the observations above, would
eliminate any necessity for this paper. However, there are, at

least, two reasons wh)'- it is deemed appropriate to review the facts

as to this twenty-five year period even though they may be familiar

to many here present.

1st. This Association was organized here in Columbus, Ohio in

1907, and no doubt the Ohio tax situation of that time received

considerable attention during that conference. The rather unsavory

or, at least, questionable reputation which Ohio has had in tax

matters, and which we fear may have persisted in the minds of

many, even to the present time, makes it necessary to submit more
than a mere statement to support our claim that we have made sub-

stantial improvement, by contrasting the present with the past.

2nd. The first two sessions of this day's program, you will ob-

serve, are devoted to the Ohio tax situation of today and it is

believed this brief review will not only assist in giving a full,

well-rounded understanding of the same, but in itself will be of

some interest to the delegates to this conference—especially to those

who have given in full measure, for many years, their time and
ability to extend the influence and usefulness of this Association.

We shall confine the paper to three major divisions of taxation:

1st. Assessment Machinery.

2nd. Separation of Revenues.

3rd. Constitutional Changes.

Assessment ^Machinery

Ohio's progress from purely local assessment machinery toward

that of centralization—from a complicated net-work of boards of

review and equalization to a simplified, efficient and well-coordi-

nated system of procedure, with at least centralized control, is a

story more interesting and fascinating than any fiction one's fancy

might suggest. It taxes one's power of mental adjustments to

understand how Ohio, with her great industrial centers, her rich

agricultural lands, her teeming cities and her wealth in diversified

natural resources, could so long remain content to accept such a

multitude of utterly unrelated devices for evaluating her real estate

and personal property, when more than eighty-five per cent of all

revenues for all purposes, both state and local, were directly de-

pendent upon this act.
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But let us examine briefly this assessment machinery that Ohio
had set up twenty-five years ago in order to produce sufficient

revenue that the operating expenses of the state and its various

political subdivisions were provided for.

Assessors of personal property were elected annually in each

township and in each ward of a municipality. No qualifications

were required other than that he be a qualified elector of his dis-

trict. Special statutes were enacted providing that, in certain

cities, assessors w^ere to be appointed by a board of review while in

still others, they were to be appointed by a board of tax commis-

sioners. These tax commissioners, in turn, were appointed by the

mayor or council and, in the admonition of the statute, were to be
" men known for their intelligence and integrity."

The assessor was required to list the personal property of his

district, and fix its value at the time of listing, at the usual selling

price thereof and at the place where the same may then be. In

addition, he was given a multitude of other duties. For example,

he collected data on manufacturing, wages, hours of labor and

shipping, as well as on investments and social statistics.

After the assessor had completed the tax lists and placed the

same in the hands of the county auditor, we find the most amazing

group of boards of equalization and review provided for, and to

trace fully all their powers and duties is beyond the scope of this

paper.

However, let us enumerate a few of the more important. The
assessors' returns are now in the hands of the county auditor who
places the same before the county board of equalization, composed

of the county auditor and the three county commissioners. It was

to hear complaints and to equalize the value of real and personal

property in the county, including money and credits. Here we find,

in the Revised Statutes of Ohio of that time, what seems to be a

most unusual provision with reference to this board empowered to

adjust values. It was forbidden to reduce the real estate of the

county below the aggregate value on the duplicate of the preceding

year or below the aggregate value thereof as fixed by the State

Board of Equalization. /Another strange provision was that this

board was not authorized to equalize the real and personal prop-

erty, including moneys and credits in cities. All its members were

elected by the county at large including the municipalities, yet it

seems they were not thought to be qualified to review and equalize

property values except in the rural districts.

This restriction of their jurisdiction therefore made necessary
" annual city boards of equalization," composed of the county

auditor and six citizens who were appointed by the mayor or

council, depending upon the class of the city. In still another

class of cities, the board consisted of three electors, appointed by
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the probate judge, who also had the power to remove its members
at his discretion.

Special provision was made for assessing banks and public utili-

ties. The county auditor fixed the total value of the shares of

banks and the value of the property representing the capital em-
ployed by unincorporated banks, the capital stock of which is not

divided into shares, each according to their true value in money,

deducting from the aggregate sum the value of the real estate in-

cluded in the statement of resources. This report was transmitted

by the auditor to the auditor of state who placed the same before

the " annual state board of equalization " for banks, composed of

the governor, auditor of state and attorney general. This board

was to hear complaints and to equalize the value of shares of banks,

as fixed by the county auditor and. it is interesting to observe, was
empowered by statute, by a majority vote, to diminish the aggre-

gate value of such shares as fixed by the county auditor, provided

that such board should not decrease the aggregate value of bank
shares and property representing capital employed by more than

twenty per centum.

Steam railroads, suburban and interurban electric railways were

to be assessed annually by a board composed of the " county audi-

tors " through which the roads operated. After the values had
been fixed by this board of county auditors, they were transmitted

to the auditor of state who, in turn, placed the same before the
'' Annual State Board of Equalization of Railroads," composed of

the auditor of state, treasurer of state, commissioner of railroads

and telegraphs, and the attorney general. This board might in-

crease or decrease valuations in any individual case but had no

authority to modify the aggregate value as fixed by the board of

county auditors in the first instance.

Express, telegraph and telephone companies made annual reports

to the auditor of state, who placed the returns before the " State

Board of Appraisers and Assessors," composed of the auditor of

state, secretary of state, treasurer of state and the attorney general,

who fixed the value of this group of utilities, distributing the value

back to the various counties.

Freight line and equipment companies, as well as sleeping-car

companies, were also assessed by the " State Board of Appraisers

and Assessors," which determined, in the first instance, the value

of the capital stock representing capital and property of companies

operating in Ohio. After deducting the real estate, the auditor of

state was required to levy and collect a sum in the nature of an

excise tax of one per cent of the amount of the valuations fixed

by the state board.

Foreign corporations for profit made their annual return to the

secretary of state who, from such reports, made a determination

3
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of the proportions of authorized capital stock of the corporation

representing property owned and used, and business transacted in

Ohio, and charged and collected annually a fee of one-tenth of one

per cent for the privilege of exercising its franchise in Ohio.

Domestic corporations were required to make annual returns

also to the secretary of state and pay fees from one dollar to ten

dollars, depending upon the purposes of the corporation.

The foregoing provisions related to the assessment of personal

property. As far as the assessment of real property was concerned,

the statute provided that the county commissioners of each countv',

at their June meeting in 1899, and every tenth year thereafter,

should divide their county into suitable and convenient districts,

not more than the number of townships in their county (in the

cities, the district was not to be less than one ward nor more than

five), for the purpose of electing real estate assessors and apprais-

ing the real estate thereof. This election, as you have already ob-

served, was held every ten years. The assessor was required to

complete the work of appraising the real estate of his district and

make return to the county auditor by the first Monday in July

next following his election.

He was charged by the statute in all cases, from actual view,

and from the best sources of information w'ithin his reach, to deter-

mine, as near as practicable, the true value of the real property

within his district according to rules prescribed for valuing the

same. So far as we are able to learn, by diligent search of the

statutes, as to the rules prescribed, they were negative only, and

forbade the use of auction and forced sales in arriving at their

true value.

After the initial work of this decennial appraisal of the real estate

of the county was completed, there were the various " decennial

boards of equalization " of real property provided for.

The auditor, surveyor and three commissioners of each county

composed the " decennial county board of equalization " of the real

property within the county. After the completion of the decennial

equalization, it sat as a board of revision to investigate all com-

plaints against any valuation filed with it as a board or made by

the county auditor, and might increase or decrease any valuation

complained of.

It may be interesting to note that, even under the provisions of

decennial reappraisal, some twenty-seven counties had no general

reappraisal of their real estate between the years 1910 and 1925.

Then there were the decennial city boards in the larger cities for

the equalization of the value of real property within such cities,

composed of the county auditor and six citizens of such city, ap-

pointed by the mayor, except that in one city the six members were

appointed by the city comptroller, three members from each politi-

cal party.



A QUARTER CENTURY OF TAX HISTORY 35

Last came the decennial state board consisting of as many mem-
bers as composed the state senate and elected from each senatorial

district. This board equalized the valuation of real property among
the several counties and towns in the state, according to rules pre-

scribed for valuing and equalizing the value of real property trans-

mitted to the board by the several county auditors.

It would be difficult to conceive of anything more inefficient than

the picture just presented, operating under the guise of assessment

machinery. How such a system could function at all is the real

mystery of the period as there were no further combinations of

officials that might be used to create other boards.

Turn with me now from the past to the present. Ohio's as-

.sessment statutes of today may be looked upon as a balance or

compromise between two schools of thought, namely, the local

assessors, elected by townships and wards on the one hand, or cen-

tralized administration with assessors appointed by the State Tax
Commission or other central authorization, on the other.

The auditor of each county is the assessor of the real estate

within the county. He is elected for a term of four years and,

before his election, probably served as a deputy in the office from
four to eight years. 'Slore often than not, he is elected for a second

term of four years, occasionally for a third term and, in the coun-

ties containing large cities, even a fourth or fifth term is granted.

(He may appoint such deputies as needed.)

Statutes make mandatory a general reappraisal of the real estate

within the'county every six years. However, in any year following

a general reappraisal, if the auditor finds that the values in any

political subdivision or in the entire county have changed, he is

required to reappraise the same. While this provision of the law

makes annual appraisals legally possible, frankly our county audi-

tors have not generalh' used it.

After completing the work of appraisal in any >ear, the same is

placed before the board of revision, which board is composed of

the county auditor, county treasurer and chairman of the board of

county commissioners, where adjustments are made and complaints

as to valuation are heard.

When the board of revision has completed its work, the abstract

of the duplicate of all the real estate in the county is filed with the

tax commission for review and approval. It may make a horizontal

increase or decrease in the valuation of any or all subdivisions of

the county. Approval by the commission completes the assessment

and these values in the several counties become the duplicate or

assessment rolls against which local levies are made. Thus, in a

few brief paragraphs, the story is told. The county auditor, as

assessor, with long tenure of office, the county board of revision,

to review values and hear complaints, and the tax commission, with



36 NATIONAL TAX ASSOC! AITON

general power of supervision and review, constitute Ohio's real

estate assessment machinery of today.

Assessment of personal property is now made under the new in-

tangible tax law and will be discussed in a later paper.

Sep.\r.\tiox of Revenues

In discussing this subject. I wish to quote from a paper given at

the conference of this Association in Richmond, Virginia, in 1911.

' The policy of obtaining state revenue exclusively from

special sources is wrong. It relieves members of state legis-

latures from direct responsibility to their constituents for the

amount of state expenditures. This tends to induce extrava-

gance and waste. Under the momentum of this tendency it is

certain that the day will come when the demand for ' more
money ' will force a search for new subjects for special state

taxation, or an increase in existing special tax rates to the

highest point the subject will bear, or a return to a direct gen-

eral property tax.
' Every special state tax successfully laid, every increase in

a special state tax successfully made, places an added obstacle

in the way of abandoning a wrong policy and the adoption of

a correct and sound policy. This fact is demonstrated by the

experience of every state that has tried the policy of obtaining

all, or nearh' all, state revenues from the taxation of special

sources. It is demonstrated by the experience in Ohio.

Ohio started on the unfortunate experiment of attempting to

derive all state revenue from special sources by the enactment,

in 1902, of a law assessing a new state tax upon the capital

stock of business corporations; by increasing the gross-earnings

tax on public service corporations by one hundred per cent

and extending its operation to include all public utility cor-

porations, and by increasing and appropriating for state pur-

poses the entire revenue derived from the taxation of insurance

companies."

This prophecy, as set forth in the quotation above, was given by

one, trained and seasoned with many years of rich experience in

the field of taxation. Not a theorist but a practical man schooled

in the field of business affairs. Yet time has proven his fear to

have been imaginary and unwarranted as to the dire results that

would attend this effort on the part of the state to operate wholly

on indirect taxes.

There is no disposition to criticize his prediction though the

facts of today, set forth below, convince one of the frailties of the

" judgment of men " in attempting to forecast tax programs of

tomorrow.



A QUARTER CENTURY OF TAX HISTORY Z7

The 85th General Assembly of Ohio, in January, 1923, voted to

abolish all direct levies for state purposes, and appropriations

accordingly were made from the general fund for the various

activities which had been cared for by these levies. We may,

therefore, quite properly date the discontinuance of state levies to

1923 though, on two occasions since, small levies have been made.

In 1927, the legislature (because of an impending deficit) i)laced

a levy of .6 mills for one year only rather than pare the budget

more sharply.

In 1929, the assembly levied a .2 mill tax for a period of two

years only. This revenue was to be used in constructing a main,

central state office building. This action was the culmination of

many years of effort on the part of the legislature and numerous

legislative committees. The marble structure, which you may see

on the east bank of the river and directly south of this hotel, is

the result of the proceeds of that levy. The building is one of a

group in the civic center plan for beautifying the river front.

Today, there are no levies, special or otherwise, for state purposes.

By common consent of the taxpayers of Ohio, this most desired

objective, that is, the financing of all state activities from indirect

revenue, has been accomplished without either constitutional or

statutory mandate or inhibition. It is our opinion that the general

assembly of Ohio will not again resort to a direct general property

levy to meet state needs save, possibly, in the case of a grave

emergency.

Gaincident with the relinquishment of direct revenues by the

state, there has been developed a policy of allocating portions of

indirect taxes to the local subdivisions which we feel should be

here set forth.

Ohio's first inheritance tax law that would stand the test of the

courts was enacted in 1900. It was a collateral inheritance tax

and afforded but meager returns. Statutes provided that seventy-

five per cent of the revenue go to the state and twenty-five per cent

to the county wherein the tax originated.

The constitutional convention of 1912 wrote into the constitution

itself a provision which made mandatory the return of fifty per cent

of the inheritance tax revenues to the city, village or township in

which the tax originated. This provision remains today so far as

the amount to be returned to the local unit is concerned.

Ohio's first motor vehicle registration act was passed in 1908.

All revenue derived therefrom was placed to the credit of the State

Highway M. & R. fund. In 1919, eft'ective 1920, this Act was

amended whereby fifty per cent of the revenue was returned to the

district of registration, that is, the municipality, or the county,

wherein the owner had his residence.

The new personal property tax law, enacted in 1931, exempted
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from property taxation motor vehicles registered by the owner
thereof and sharply increased the registration fees.

Under the new Act, distribution is as follows: Twenty-five per

centum of the revenue is allocated back to the municipal corpora-

tions or counties which constitute the district of registration for

the highway M. & R. fund. Fifty-two per centum is allocated back

to the counties and townships to make up losses, due to classifica-

tion, which resulted in relieving certain classes of property from

local levies. The balance, twenty-three per centum, is paid into the

State Highway M. & R. fund.

It is estimated that the state will get approximately the same

amount from twenty-three per cent under the new Act, with its

increased rates, as it formerly received from fifty per centum under

the old rates.

Ohio's Motor Fuel Act, passed in 1925, was a two-cent tax and

gave to the municipalities thirty per cent and to the counties

twenty-five per cent of the revenues. leaving forty-five per cent to

the state. Since its passage in 1925, this Act has been amended,

increasing the rate first to three cents, then later to four cents, and

adding the township to the local units which were to receive a

portion of the receipts. The distribution, as it stands today, is

forty-three and three-fourths per centum to political subdivisions

and fifty-six and one-quarter per centum to the state.

Summarizing, we estimate the indirect revenue, which will be

allocated to the local units in Ohio for 1932, to be as follows:

Inheritance $ 2,500,000

* Motor Registration 17,250,000

Gasoline Fuel 1 7,000,000

Cigarette Stamp Tax or General Fund 4,826,000

Estimated Grand Total that will be returned $41,576,000

The effect of this policy has been two-fold. First, property has

been directly relieved of the levies for state purposes. Second, the

very generous amounts returned to the local units have made it

possible for local taxing authorities, anticipating those receipts, to

cut, substantially, levies for local purposes.

Constitutional Changes

first, as to exemption provisions

From 1905 to 1912, the provision of the constitution as to ex-

emptions was as follows :
" general laws may be passed exempting

from taxation burying grounds, public-school houses, houses used

exclusively for public worship, institutions used exclusively for

public charitv, and personal propertv to an individual not to ex-

ceed $200."
'

* Approximately $11,000,000 will be used to replace jiroperty tax losses.
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The constitutional convention of 1912 made one major and one

minor change in this provision.

The amount of personal property which might he exempted to

an individual was increased from $200 to $500.

The significant change, however, had to do with charitable insti-

tutions. The phrase '" institutions used exclusively for public

charity " was amended to read '' institutions used exclusively for

charitable purposes."

The constitutional amendment, adopted in 1929, eliminated en-

tirely any reference to exemptions of personal property to individ-

uals, retaining other provisions as to exemption unchanged.

As students of taxation, you recognize at once the difficulties

that have arisen in the administration of exemptions since 1912.

Time is not available to permit me to bring to your attention the

amazing multiplicity of charitable institutions organized, not for

profit, that have sprung into being under its provisions. They
embrace a range of corporate entities from " societies for the care

and protection of unfortunate domestic animals " to institutions

organized for training in the field of " fine arts."

The fact that, under our present administrative machinery, the

tax commission reviews the application, and may approve or dis-

approve the finding of the county auditor, in the first instance, as

to the right to exemption, seems of little avail other than a more
uniform administration throughout the several counties which, of

course, in itself is desirable. The rapidly mounting duplicate of

exempt property presents a very grave problem to all who are

concerned with the functions of government and should quite prop-

erly be the subject of serious study and investigation, to the end

that something may be done to halt this constant drain from the

duplicate of taxable property.

SECOND, AS TO PROPERTY SUBJECT TO TAXATION

Article XII, Section II has fallen at last. Brilliant leadership,

backed with rather generous sinews of war, brought victory to

those battling for change after many sanguine contests. For sev-

enty years or more the conflict waged with little or no respite.

Short breathing spells only were indulged. After reverses, lines

were reformed and reorganized; new captains named; ammunition

was changed and the forces were hurled again and again at the

seemingly impregnable " uniform " wall.

Finally, in 1929, with an All-Ohio organization stafT, coordinat-

ing every available element of strength, with the issue joined, the

engagement became a rout—the forces for change winning by two

hundred thousand votes.

Thus might be described the eilorts of more than one-half cen-

tury to change the uniform-rule provision of the Ohio constitution
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as to taxation. I shall make no attempt to analyze the many
failures in the past, but shall point out what I believe to be the

one single provision of the amendment adopted which made it

acceptable to our people. That provision was the tax-rate limita-

tion therein embodied.

I shall also leave comment to others as to the wisdom of a tax-rate

limitation within the constitution. I am stating- merely what I

believe to be a fact that, without it, we still would have the uni-

form rule.

The new Article XII, Section II reads, in part, as follows: " No
property taxed according to value shall be taxed in excess of one

and one-half per centum of the true value thereof." It provides

also that land and improvements thereon shall be taxed according

to value.

This is the one restriction on the legislature, otherwise leaving it

free to tax or not to tax personal property as may seem equitable.

The one and one-half per centum or fifteen mill rate limitation

may be exceeded, first, when a majority of qualified electors of a

given political subdivision approve or, second, when provided for

by the charter of a municipality.

The schedule to the amendment provides, of course, that all

levies for debt and interest charges, levies for special districts and
all levies voted for a term of years, shall not be subject to the

limitation. Thus we complete the review of constitutional changes

effecting the power of taxation.

We have sketched this story broadly. Our purpose has been to

give a general picture of progress attained in the fields discussed

without unnecessary detail and to contribute something which, with

the papers to follow, will give those attending this conference a

clear and comprehensive understanding of Ohio's revenue-producing

machinery of today.

Ch.^rles J. Bullock : Gentlemen, 1 wish to announce that the

committee which is going to consider the revision of the model

system of state and local taxation will meet this afternoon at three

o'clock in Parlor C.

Chairman Zoercher: Now, the next speaker is another Ohio

citizen. Those of us who have been students of taxation and have

searched the court reports have found in some of the reports of the

higher courts decisions from judges; and of all those who have

rendered decisions on tax matters, I do not think any of them are

more enlightening, more in line with what wc think is absolute

correctness of what the law ought to be and should be than those

that have been handed down by Judge Taft, when he was a mem-
ber of the Federal Court, and then later on when he was a member
of the Supreme Court of the United States; and while he was
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President of the United States, he served the country in that high

position honorably and made a splendid record. I think, in the

years to come, the record that he made when he was Chief Justice

of the United States will outlast possibly that of others; and at

this time it gives me great pleasure to introduce the son of that

illustrious American, Senator Robert A. Taft, of Cincinnati, Ohio,

who will give the next number on the program, on the subject of

The Taxation of Personal Property Under the New Ohio Consti-

tutional Amendment.

THE TAXATION OF PERSONAL PROPERTY UNDER
THE NEW OHIO CONSTITUTIONAL AMENDMENT

ROBERT A. TAFT

Member, Ohio Senate

I have been invited to speak to you on the new system of taxing

personal property recently adopted by the Ohio General Assembly,

with the hope, I suppose, that in our experience you may find

something that may be used, or something that may be avoided, in

your own attempts to solve one of the most difficult of American
tax problems. It is, however, too early to form any certain opinion

on our actual results, for the returns for the first year have not

yet been completed, and I can only describe to you what we have
attempted and some of the tendencies which are beginning to

emerge. I feel that we are entitled to ask for some leniency in

judgment in view of the present economic conditions. We could

hardly have chosen a more unfortunate time to try out a new
method of taxing personal property than one in which security

prices and yield have suffered a precipitous decline, merchandise

stocks have been rapidly reduced both in price and volume, and
deposits decreased both by bank failures and hoarding. Compara-
tive figures are almost worthless, and the most ideal system of

taxation could not meet with any agreeable reception. But the

change was forced on us by the adoption of the constitutional

amendment of 1929, and it is fair to state that the results, so far

as available, are very satisfactory under the conditions.

Under the old uniform-rule system in Ohio, we derived a very

considerable revenue from personal property, although the propor-

tion of real estate was high. The total taxes collected for state

and local purposes, including all taxes and assessments, was in 1929

about $400,000,000, of which the general property tax produced

about $300,000,000, an average levy of 22.167 mills on a total

duplicate of $13,000,000,000. The total amount derived from in-

tangibles amounted to about $20,000,000. It is true that only about

10% of the deposits were returned, probably 5% of the stocks and

bonds, and a low percentage of the credits, and these bore almost
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a confiscatory burden, but tbe total collected was nevertheless a

substantial amount, considerably more than would be derived in

Ohio by an income tax at one to six per cent rates from the same

classes of property. The figures show also that if special assess-

ments are included, about 679^ of the entire state and local tax

burden fell on real estate. I do not think that this represents any

heavier burden than rests on real estate in other states, less, I be-

lieve, than in states like New York and Pennsylvania. Neverthe-

less, it seems to be an excessive burden, particularly on the owners

of homes and farms.

The constitutional amendment of 1929, abolishing the compul-

sory uniform rule, was proposed with several objects — first, to

permit a more equitable method of taxing personal property

;

second, by raising more taxes from personal property, to reduce

the burden on real estate; and third, to permit a lighter burden on

Ohio industry to permit more effective competition with states like

Pennsylvania, where personal property used in manufacture is not

taxed at all. The farmers and city real estate people supported the

amendment, in consideration of a provision incorporating in the

constitution the pre-existing statutory limitation of 15 mills plus

voted levies. In effect they said that if the classificationists were

in earnest in claiming that under the new system personal property

would produce more, they should be willing to guarantee the real

estate owner that his rate would not ])e increased. In my opinion

the proponents of the amendment over-emphasized the claim that

the new system would reduce real estate taxes substantially, and in

all speeches I made in support of the amendment I stated that while

I thought the new system could produce more than the old. it

would not be an amount sufficient to effect any substantial reduc-

tion in the real estate rate, considering that $13,000,000 additional

was necessary to reduce the real estate rate one mill. The pro-

ponents of the amendment also sold the people on classification of

property, and rather studiously avoided the mention of possible

income taxes, so that when the General Assembly met in 1931 we
were met by a public opinion adverse to income tax, evidenced by

a message from the Governor that he would not approve a tax on

salaries and wages until every eff'ort was made to reach intangible

property.

With this background the General Assembly met in 1931. We
undertook a complete revision of the eighty-year-old system of tax-

ing personal property, and the mere technical difficulty was very

great and kept the Assembly in session for six months. The re-

vision was based on a very definite theory, that there be adopted

for each type of personal property that system which could be most

effectively enforced as to that type, so that within the class there

would be absolute equality, and that there be appl'ed in each type



THE TAXATIOX OF PERSONAL PROPERTY 43

as high a rate as could be imposed without danger of driving in-

dustry or individual owners of intangible property from Ohio.

The practical limitations on Ohio's power to tax, imposed by lower

rates in other states, and the mobility of personal property is such

that ordinarily the amount which can be derived from personal

property is considerably less than that which equality might justify

in comparison to the real estate burden. We believed that 100%
enforcement within each class was the key both to equality and
revenue, and to secure this we not only tried to find the peculiarly

appropriate method for each class, but eliminated all exemptions

which could possibly be omitted. Of course equality is the basis

of any tax system, but the more I have seen of taxation, the less

possible does an ideally equitable system become, and the more
important it is to have an effectively enforceable system to reach

all who are within its purview.

1. Motor Vehicles. This class of property presented perhaps the

easiest problem to deal with. Heretofore every motor-vehicle

owner, in addition to the gas tax, paid two distinct taxes, a license

tax graduated on horse-power, and a tax on the vehicle's value as

personal property. The license tax was 100% effective, but in spite

of strenuous efforts, only about one-half of the licensed vehicles

were returned for taxation. We therefore abandoned the personal

property tax entirely, and adopted the effective method of the

license tax, increasing that tax so that each owner who heretofore

returned his car for taxation would pay the same amount in license

fee which he formerly paid in license fee and personal property

tax. Since about half the cars were not returned, the new system

was estimated to produce about 55,000,000 more taxes than the old.

Actually, due to decreased registration in 1932 amounting to only

91% of 1931 registrations and an over-estimate on our part, it will

produce about $18,500,000, about $1,000,000 more than the two

taxes produced in 1931, but improved business conditions will

doubtless improve this yield. The additional money was applied to

make up the deficit caused by the constitutional repeal of the county

road levy, which afforded about 85.000.000 relief to real estate

taxpayers.

2. Intangible Property. The most difficult problem for any state

to deal with is unquestionably presented by the stocks, bonds, and

other investments of individuals. Deposits may be reached at the

source, but the source of investments certainly cannot be reached

by any individual state. Reliance must be placed on information

in the owner's return or the Federal Government, and the direct

nature of the tax on property long practically exempt incites the

owners to evasion. Devices to avoid the former unreasonable tax,

such as foreign trusts, had been perfected to a high degree.

We had to consider the two methods elsewhere adopted to reach
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this property, an income tax and a classified property tax. Apart
from the political conditions I have described, there is no doubt

that a very small yield would have been derived from this property

through the usual state income tax. Our estimates showed that a

law similar to the Wisconsin law would produce about $23,000,000

from all sources, but I do not think it is usually realized what a

small proportion of the total income reached comes from earned
income. The 1927 federal statistics show that of a total gross

income of $1,100,000,000 returned by Ohio residents, about $800,-

000,000 came from earned income, and only about $300,000,000

from dividends, interest, fiduciary income, and the like. With the

lower state exemptions, it is fair to say that not over one-fourth

of the total receipts of an income tax really fall on intangible

property, and the rate on income from such property probably does

not average over 2)^%, which seems very much less than a fair

share. The amount derived from this property in Ohio would only

be about $7,000,000. On the other hand, while classified taxes

impose theoretically a much heavier burden (for example, 5 mills

in Kentucky is equivalent to about 10% of the income), our investi-

gation showed that the amount of intangible investments actually

reached in Kentucky and Pennsylvania probably does not exceed

30% of the investments really owned in those states, whether be-

cause of exemptions or failure to return. A system which reaches

30% is better than our former system, which reached 5%. but to

my mind it is a failure as a tax measure unless it can be made at

least 80% effective.

With this dilemma we adopted on investments a property tax

equal to 5% of the income yield. It is strictly a property tax. and

is paid by the man who owns it on January first, regardless whether

he or a former owner actually received the income. In effect,

however, it is similar to the flat 6% income tax imposed in ]Massa-

chusetts. with the important difference that Ohio corporation stocks

are not exempt. It may be desirable to turn it into a flat 5% in-

come tax on investments, and this could be done without disturb-

ing the rest of the system.

The income basis has. we feel, distinct advantages in enforce-

ability over the classified property tax as applied to individual in-

vestments. It aft'ords a definite, easily discovered standard, and

avoids the annual difficulty of valuation. While the value of listed

stocks is easily ascertained, there are a vast number of unlisted

and closely-held securities, whose valuation the federal inheritance

tax authorities have found a long and involved process. In a sys-

tem of voluntary returns, the taxpayer of course chooses the lowest

possible value, and usually no further check is possible. The tax-

payer cannot deceive himself or any reasonably efficient taxing

officer as to the amount of the income yield of any security during
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the past year. In the second place,, it affords a check against the

federal income tax. In effect, Ohio levies a tax of 5% on the
gross amounts returned to the Federal Government as interest,

dividends, and fiduciary income, and the state authorities may re-

quire the filing of copies of the federal return. Few taxpayers
will make one return to the Federal Government and a different

one the following week to the state, particularly now that Ohio
officials are authorized to inspect federal returns by Ohio residents.

In my opinion no state can ever effectively enforce a tax on in-

tangible property owned by its residents, without the power to

check its returns against the federal returns. The ease with which
state supervision can be evaded by any unscrupulous citizen, by
transferring his securities to people outside the state, is such that

it will certainly be availed of by a large number; once the practice

becomes general, the most honest citizen feels justification to avoid
discrimination, and the whole eft'ort soon becomes a farce. The
income basis, like the direct income tax, gives a comparison and
check against the federal return which no property value tax can
give. In the third place, the income basis gives a better method
of reaching foreign trusts. In recent years a tremendous number
of Ohio residents have placed their property, or a large part of it.

in trust with New York banks, where it is subject neither to a

property nor an income tax. If an Ohio citizen can escape Ohio
tax by the simple process of taking his securities to New York and
signing a standard form of trust agreement, we might as well give

up any attempt to tax intangibles, for all the wealthy would escape

and leave the holders of a limited number of shares to carry the

whole burden. We accordingly included in our definition of in-

vestment equitable and life interests in trust funds, since the securi-

ties themselves cannot be constitutionally taxed, and require a

return by the cestui-que-trust, since so many trustees are out of

our reach. The difficult}^ of valuation, however, is increased where
the securities are distant, and the difficulty of valuing life and re-

mainder interests is even greater. Furthermore, no one wants to

pay now a tax on a remainder interest he may not require for

many years. The income received by the cestui-que-trust, how-
ever, is a definite sum, easily ascertainable, and furthermore appears

necessarily on the federal return.

We adopted a flat rate of 5% of the income yield. In my opinion

this is the highest rate which can at present be adopted without

driving Ohio citizens out of Ohio. Even at this rate, some have

been lost, but in general the taxes to be paid elsewhere, plus the

trouble and additional expense of maintaining a legal residence

elsewhere, will outweigh a 57o tax. But I do not believe an 8%
or 10% tax can really be enforced against any substantial part of

investments owned in a state. We repealed the exemption formerly
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given Ohio corporation stocks. There is no reason I know of to

support such an exemption, and such stocks constitute so large a

portion of the investments owned in Ohio that their exemption cuts

possible receipts in two, and creates such a large class of non-

taxable securities that anyone can evade the tax by simply confin-

ing his purchases to such stocks. Ohio corporations pay no more
corporation taxes to Ohio than foreign corporations doing tlie same
business. Ohio corporations pay no more property taxes than for-

eign corporations, no matter where their business is conducted.

Of course, most taxation of intangible property is double taxation

of a sort, but it is no more double taxation to tax Ohio corporation

stocks in Ohio than to tax foreign corporation stocks. Exemption
of these stocks might induce Ohio citizens to invest more in Ohio,

but it seems to me Ohio industry can well afford to bid for new
capital on equal terms with other industry throughout the United

States. Too often non-taxability has been used to sell Ohio citizens

stocks which had no other merit to recommend them. Further-

more, if reasons of policy are allowed to dictate exemption, we will

have nothing to tax. Equally valid reasons exist to exempt mort-

gages on Ohio land, Ohio municipal bonds, and many other securi-

ties. If a bona-fide attempt is to be made to tax investments, it

must reach all investments which can constitutionally be taxed.

We have only exempted government bonds, and Ohio municipals

prior to 1913 as required by our Constitution, and have attempted

to include even land trust certificates, although our right to do so

is now being contested in the courts.

One apparent exception was made in the case of bank stocks,

and by analogy the stocks of insurance companies and dealers in

intangibles. These companies pay a tax, not on their assets, but

on their capital and surplus, constituting a tax at the source, and

their stocks are therefore exempt in the hands of their holders.

We have found the taxation of intangibles in the hands of cor-

porations like banks, insurance companies, and security dealers one

of the most difficult with which to deal, and considerable amend-

ment will have to be made to the law relating to what we have

called dealers in intangibles, including security dealers, brokers,

mortgage companies and the like. When calculations are made as

to the amount of intangible property in existence, it is often over-

looked that a large amount of this property is in those great reser-

voirs of capital like banks and insurance companies. It is impos-

sible, both for constitutional and practical reasons, to tax the gross

assets of these companies, and we have therefore confined our-

selves in general to the taxation of capital and surplus, or that

portion used in Ohio, which is really a net tax. It is interesting

to note that the theory of taxing intangible property as if it were

something separate and apart from the property which it represents
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breaks down when applied to such companies; or perhaps it may
be said that the taxation of intangible values based on other intan-

gible values is really triple taxation, which where it is obvious

offends the sense of justice. So also in our taxation of security

yield to individuals without deduction of interest, we have met
serious and I feel justified criticism, and the law will have to be

modified in spite of some practical difficulties.

The problem of taxing life insurance companies, and the neces-

sary permission to them to deduct their reserves, brought forcibly

to our attention the fact that back of these reserves is the surrender

value of thousands of policyholders, representing a real value not

taxed in our general law. These policyholders really own most of

the assets of the life insurance companies. However, we have in

Ohio a very lucrative 2^^% premium tax for state purposes, and

a careful calculation shows that this works out on the average as

equivalent to a tax of approximately two mills on the cash-

surrender value, so that we can fairly say that these values are

i-eached by our tax system as a w^hole. We do tax the value of

annuities after the policy has matured, although the matter of

reaching a fair basis of doing so presents many practical difficulties.

In taxing capital and surplus in the case of banks, insurance

companies and dealers in intangibles, the advantages of taxing in-

come yield are not equally forcible, and a rate based on book or

actual value is much simpler. In view of the fact, however, that

it is a tax on net and not gross values, the standard rate is higher,

5 mills, instead of the 5% equivalent to 23/2 mills. In the case of

bank and building and loan stocks, however, because of constitu-

tional difficulties with which you are all familiar, the rate was

fixed at 2 mills, the same as on deposits.

The taxation of deposits in banks and building and loan asso-

ciations is also on a value basis, the rate being two mills, payable

by the bank or building and loan association as of a day in Novem-
ber fixed by the tax commission after it has passed. The tax may
be charged back to the depositor, but the first year it has been

absorbed, I believe, by every bank and building and loan associa-

tion in the state. Remaining or withdrawable stock in building

and loan associations is treated as a deposit. The yield of this tax

has been very much as estimated, but that estimate is considerably

less than was produced under the old system from deposits and

stocks. Unquestionably bank stocks were discriminated against

before, but the question arises whether the rate ought not to be

increased to 3 mills on deposits and stock, or some legal way found

to increase the tax on stock to the standard rate of 5 mills, leaving

deposits as they are. The only administrative difficulties have

arisen with the deductions permitted from deposits, such as public

deposits, inter-bank deposits, and charitable deposits. It is doubtful

whether the exemption of charitable deposits should be continued.
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After dealing with investments and deposits, there remain a

number of miscellaneous intangibles, such as cash on hand, credits,

and the like, which we have taxed at the rate of three mills. To
this group, but at a two-mill rate, were added non-income-producing

investments. While I was personally in favor of only taxing indi-

viduals on intangible property which had produced income during

the previous year, except deposits, there were excellent reasons for

including all such property, and so non-income-producing credits

and investments were added.

In the case of corporate and non-corporate business, investments

are taxed according to the income yield, although the stock of cor-

porations owned by other corporations is exempt on the theory of

multiple taxation. Credits are taxed and defined as the excess

of accounts receivable within a year over accounts payable within

a j^ear, an attempt to define the business conception of working

capital.

You can easily see that we have approached the problem of in-

tangible property from the property point of view, and have at-

tempted probably as comprehensive a plan of reaching that property

as has been undertaken in any state.

I will not attempt to deal fully with our taxation of tangible

property. In general we have exempted from the personal prop-

erty tax all tangible property not used in business, except airplanes,

boats and livestock. Household goods and personal belongings like

watches and jewelry were exempted because we were wholly un-

able to find any system which even smacked of equality or effec-

tiveness. Property used in business is taxed at 70% of its true

value, except that property used in manufacturing and agriculture,

whose products necessarily must compete with the products of other

states which do not have or effectively enforce a personal property

tax, is only taxed at 50% of its actual value. These percentages

do not vary greatly, on the average, from those previously enforced

by the county auditors, but the principal change we made related

to administration. The assessment of this property, where it ex-

ceeds $5000 in any case, is transferred to the state tax commission.

If there is to be any equality in the state as to this property, we

could not have a system in which appraisement varied from 20%

in one county to 80% in another, according to the political strength

of the large companies in the county. Our committee, frankly, did

not go exhaustively into the subject of business taxation, and had

no new ideas to suggest. Business in Ohio is taxed by a franchise

or excise tax, by the taxation of its real property, and of its per-

sonal propert}', as I have described. I do not believe the burden

of business taxation is very different from that in other states, but

we are very much interested in the efYort of your Association to

work out a uniform, equitable, and effective means of taxing busi-
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ness. You can easily see that we cannot afford to give up the

$19,000,000 produced by the taxation of business personal property

other than public utility property unless something is substituted

in its place.

How is our new system working out? In the spring of 1931 we
estimated a yield of about $28,000,000 from intangibles, compared
to $20,000,000 levied, but not all collected, under the old system.

We proposed by this increase to make up about $3,000,000 lost by
the exemption of household goods, and $5,000,000 lost by the repeal

of the library levies on real estate. The actual yield will be about

$20,000,000, which, considering the drop in property and values,

very fairly bears out the estimates. The estimates fell down
approximately the same percentage in every class of intangible

property, and such a decrease is not surprising when we consider

the general decrease in values during the year 1931. Deposits in

our state banks decreased 40%. Brookmire's estimate of Ohio in-

come showed only $3,302,000,000 in 1931 compared to $5,665,000,000

in 1929.

The intangibles returned increased from about $1,000,000,000 to

over $7,000,000,000, which would probably have been $12,000,-

000,000 if values had remained the same. There was an increase

in the yield from nearly every class of intangibles, except the com-
bined class of bank stocks and deposits where the yield i's about

$4,000,000 less than under the old system. But it must be borne
in mind that had the old system continued, the yield in 1932 would
probably have been off at least 40%, so that we would only have
collected $12,000,000 compared to the $20,000,000 we hope now to

receive.

Difficulties, of course, have arisen in the administration of the

law, as with any new law of such a fundamentally different char-

acter from the old. It has been most ably, conscientiously and

sympathetically administered by the Tax Commission of Ohio, and

by Mr. Kraus, the member of the commission assigned to this

particular work. The income-yield basis has been somewhat com-

plicated, and leaves some rough corners in trying to dovetail it

into a property system. We have been taken to court in an effort

to declare unconstitutional our taxation of equitable life interests

in foreign trusts, and land trust certificates. I am somewhat in-

clined to think that we should change the income-yield property

tax to a flat 5% income tax on investments only, like the Massa-

chusetts flat 6% tax, in order to make administration simpler and

the tax more easily understood. If the suit I referred to is suc-

cessful, we would have to change to an income basis, for I regard

the taxation of foreign trusts in one way or another as absolutely

essential to any serious tax on intangible property. Furthermore,

4
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a direct income tax will make easier the checking against federal

returns.

What effect has the new system on the tax burden of real

estate? Of course, under the conditions there has been little direct

effect, although the amendment limit has reduced the rate about

1 mill. Furthermore, we have repealed and made up the tax on
household goods, which fell in most cases on exactly the same
people who bear the heaviest burden from real estate. But I do
not believe, and never did believe, that any substantial alleviation

of the real estate burden would be brought about by a tax on in-

tangible property, as long as the Federal Government, by the fed-

eral income tax, takes most of what could be derived from that

source. But, nevertheless, the real estate burden has been reduced,

and the tax limitation contained in the constitutional amendment
lias had an important part in effecting that reduction. The auto-

matic repeal of the library and road levies took about $10,000,000

from the real estate burden. .\ reappraisement of real estate re-

duced the valuation about 10%. Owing to the limitation laws, this

could not be made up by any rate increase even by legislative

action, except in the case of sinking fund and interest levies out-

side the fifteen-mill limitation. The net result has been a reduc-

tion in the total taxes levied on real estate from about $208,000,000

in 1931 to about $180,000,000 in 1932. This reduction has caused

radical economies in governmental expenditures, for the budget

laws and laws against incurring debt are about as strict as such

laws can be, and without real force, I do not believe such econ-

omies would have been effected. The amendment had a substantial

effect in another respect. We faced in 1931 a serious deficit in

state revenue. Heretofore such deficits have usually been met by

a direct state levy on real estate. It was so easy, and one mill

would produce $13,000,000. The amendment made this difficult,

for the levy would be within the fifteen-mill limit, and the legis-

lature did not dare take away any of this millage from the schools,

city and county. So we were forced over strenuous opposition,

after radical cuts in the budget, to enact the cigarette tax, which
is producing $4,500,000 a year. I think it is fair to say that the

result of the 1929 Amendment has been to reduce real estate taxes

directly, and furthermore that as government requires more rev-

enue in the future, it will have to look to other sources than real

estate, so that the proportionate burden on real estate will steadily

decrease instead of increasing as it has during the past twenty

years. To accomplish this result, we hope to strengthen still fur-

ther our budget system, for a combined rate limitation on all

government activities in a given territory will break down entirely

unless it is backed up by intelligent budget-making. Our county

budget commission now has power to adjust budgets so that the
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city, county and scliool come within the limit. They should have
power to reduce the budgets below the limit, and should further

have power to build up and approve a combined bond budget for

all subdivisions within their county.

In considering, however, the reduction and shifting of the real

estate burden, I think we are likely to overlook the fact that a

shifting of the burden from one place to another is likely to accom-
pany a shifting from one class of property to another. Those city

real estate owners, for instance, who shout for a shifting of the

real estate burden to other property, may find that in the form of

some other tax they are not only paying for the relief afforded

their own real estate, but for the relief afforded real estate in rural

counties where the new type of tax produces nothing. There is,

after all. some justification for the heavy real estate burden in a

rural county. The tax collected goes in Ohio entirely for the

support of schools, roads, and county government within the tax-

payers' county. The real estate tax is not so much a tax on real

estate in a county where real estate constitutes 90% of the prop-

erty, as it is a method of dividing up among the residents of the

county the cost of maintaining schools for their own children and
supporting their own local governments. Our experience has made
clear that in most rural counties there is comparatively little in-

tangible propert}-, and certainly there is very little earned income
if that were taxed. Sales taxes also would probably be paid more
proportionately in the cities, although not so much so as earned

income, owing to the nature of the business of agriculture.

We are faced with a serious question in the distribution of the

intangible tax. Temporarily we provided that each school and
municipality in the state receive what it received under the old

system, so that its estimates might not be completely blind. But
should not a permanent system leave in each county the moneys
collected from residents of that county? How far should the state,

in effect the richer districts of the state, go towards paying for

local services, simply because they cost more than the local district

on a fair basis of taxation can reasonably afford? Should not the

cost of these services be reduced \vithin the means of the district?

In Ohio we have recognized that through roads are a concern of

the entire state, with the result that far more gas-tax money is

spent in rural districts than is collected from them, an eminently

just thing, if it is not extended to state support of roads which

have a purely local value. We have, furthermore, recognized that

the supplying of a fair standard of free education is a matter in

which the state is definitely interested, and that while the educa-

tion of its own children must be primarily the concern of the

district, if the district is not able to give a modern education on a

minimum-standard basis, the state will make up the dift'erence.
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Further than that, I do not think we should go. Not only is it

not fair to the remainder of the state, but it is demoralizing and
really unpopular in the districts themselves, for it is accompanied
by a serious curtailment in the power of local self-government,
which in the end is what the people of this state at least prize the

most. Furthermore, the possession of money from outside, for

which public officials do not have to account to their own tax-

payers, is a real encouragement to extravagance. For these reasons
I believe we should not now adopt an income tax on earned in-

comes. It is primarily an urban tax. The method of doing a

farm business relieves the farmer ordinarily of any tax, and yet

the tax is advocated principally to supply money for rural schools.

Xor is it as fair a tax as it appears, for while incomes in the city

are higher, so also are expenses of nearly every kind.

In working out a system of distribution for the intangible tax,

I feel we should adhere as closely as possible to the policy of dis-

tributing the proceeds in the county where collected. Not only is

it just, but in the case of a direct tax on individuals it will be very

hard to effectively enforce the tax if the taxpayer feels it is going
to some other county in which he has not (even if he should have)

the slightest interest.

I have tried to describe to you the new system of personal prop-

erty taxation which we have adopted in Ohio, with such results

as w'e can see up to this time. It is no doubt necessary to make
many amendments, and will be for some time to come. But I feel

confident that we shall adhere to the general principles laid down
in 1931—a careful consideration of each subject of taxation, and
a development for that subject of the method most certain to secure

effectiveness within that class, and thereby assume both equality

and the greatest amount of revenue consistent with a just rate.

Chairman Zoercher: I am sure that we have all greatly en-

joyed Mr. Taft's paper.

The next speaker, who will discuss Collection and Distribution

of Property Taxes, is and has been Executive Secretary of the Ohio
Chamber of Commerce, Mr. George B. Chandler—Mr. Chandler.

George B. Chandler (Ohio) : I find myself on this program
sandwiched in between Senator Edwards, member of our tax com-
mission, who has given you a concrete and detailed history of a

quarter of a century of tax progress, and the discussion of the

new law by Senator Taft, probably Ohio's leading authority on
taxation, and the chief author of the existing law, and I am to be

followed by Mr. Friedlander, of Cincinnati, who has made a note-

worthy record in the details of collection.
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THE COLLECTION AND DISTRIBUTION OF REVENUES
GEORGK B. CHANDLER

Secretary, Ohio Chamber of Commerce

The subject assigned to me for this occasion is " The Collection

and Distribution of Revenue." Since the specific problem of col-

lection can be more competently dealt with by persons familiar

with collection problems, for example, the next speaker, or by
officials from the offices of attorneys general or county prosecutors,

I feel that the discussion in which I should partake should deal

primarily with the problems of distribution. This aspect of the

revenue collection and distribution problem is more closely related

to matters of public policy while the collection problem is more
nearly a professional problem.

I wish to concern myself at the outset with a brief explanation

of the general nature of the problem of revenue distribution. I

wish also in this explanation to indicate the struggle which not

only my own state but others have had in coordinating satisfac-

torily the sources of tax revenue with the needs of the units of

government which perform the functions of government. My chief

interest, however, is in indicating some of the outstanding causes

of the complexities of the problem of which I speak.

In order to deal satisfactorily with the problems of financing the

functions of government performed in Ohio, we have had to devise

three general schemes, each of which is an evidence of the fact

that the collection and distribution of our revenues has caused us

much concern.

In the first place, we have had to utilize a large number of

state-administered locally-shared taxes. In part we finance our

highway program by registration fees collected from the owners of

motor vehicles, and distribute these locally on the basis of the situs

of registration. The state government administers a tax of 4 cents

per gallon upon the sale of gasoline, and distributes to local units

of government a large portion of the revenues derived.

The state-administered locally-shared tax is widely used in other

states, not only for motor vehicle taxes but for many other rev-

enues. There is great diversity in the methods used by various

states in distributing motor vehicle registration fees and gasoline

sales taxes. Recent studies of this subject indicate that in 41

states, registration fees are allocated to the state highway fund in

13 different proportions. For county highway purposes allocation

of revenues occurs in 11 different proportions and for city high-

way purposes, in 3 different proportions. In the case of the gaso-

line tax, 43 states allocate such revenues to the state highway funds

in 11 different proportions and to local highway purposes in 20

different proportions. When these revenues are diverted to other
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than highway purposes, there is again evidenced an involved

method of apportionment.

We have also found it necessary here in Ohio to impose a state-

administered cigarette excise tax in order to partially finance our

school equalization program. And similar to the motor vehicle

registration fee is the inheritance tax, administered by the state

and levied at a state rate, but collected locally and divided with

local units for general government.

These illustrations are representative of the nearly two hundred
state-administered locally-shared taxes in force in the United States

today.

Again, the nature of the problem of collection and distribution

of revenues to support the functions of government is evidenced

by the fact that we employ in Ohio for the taxation of railroad

and public utility property a system of state assessment. The total

property value is determined by our tax commission, which there-

after distributes this total valuation to local taxing districts on the

basis of railway mileage or telephone circuit mileage, as the case

may be. The county authorities collect a locally-determined tax on

the property value allocated to their taxing districts.

Ohio, of course, is not by any means alone in its struggle to

solve the problem of satisfactorily distributing certain properties

for local taxation. Other states have experimented with many
such devices. Last year the property of steam railroads was as-

sessed by state authority in Z2 states. The property of seven other

classes of utilities was similarly assessed in from 20 to 27 states.

Many states are still attempting to combine local and state assess-

ment efforts. In some of the states, utility property was segregated

for purposes of taxation for the support of the state government
only, but in a large number there was an attempt to allocate the

total valuation back to the local subdivisions. In so doing, public

utility property is broken up in the various states into six classes,

as follows : operating real estate, non-operating real estate, oper-

ating tangible and intangible personal property, non-operating per-

sonal property, and franchise values. In practically all states,

non-operating real estate is segregated for local assessment and

taxation, and this is generally true of non-operating personal prop-

erty. On the other hand, operating real estate, operating personal

property, and franchise values are not ordinarily assessed and taxed

locally. The mere classification of such property is an attempt to

solve a problem in the distribution of revenues.

But the task is even broader than this. The operating real estate

of railroad and other utility companies is distributed on four bases,

namely, actual situs, main-line mileage, track mileage, and wire

mileage; operating personal property was distributed on not less

than eight bases ; and franchise values on four bases. Further-
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more, about one-third of the states have gross receipts taxes on

public utilities and railroads. While only a small number of states

attempt to distribute these taxes to local subdivisions of govern-

ment, they do, however, encounter equally important difficulties in

satisfactorily distributing this type of revenue, and many of the

bases used for the distribution of property are also employed in

Ohio. Nearly three-fourths of the states have franchise and capital

stock taxes other than those on the gross receipts or net income

bases, and several with equal difficulty attempt to distribute the

revenues derived to local subdivisions of government.

Another class of property which can be satisfactorily taxed only

on a state-wide basis is intangible wealth. The recent Ohio depar-

ture in the taxation of intangible wealth has been discussed by the

preceding speakers. This law levies a classified tax which is uni-

form for the state. Although this tax is locally collected, the ad-

ministrative responsibility is centered in the State Tax Commis-
sion. The law provides for a form of pooling of revenues derived

from this tax and a distribution of the total, on the basis of the

revenues lost by local units from the repeal of the uniform taxation

of tangible and intangible wealth.

Still another evidence of an involved collection and distribution

problem is found in the fact that it has been necessary to provide

for certain local governmental functions through the agency of

the state government, inasmuch as a satisfactory local administra-

tive agency and a satisfactory revenue system could not be devised.

I have in mind the regulation of certain businesses and professions

such as banking and building and loan transactions, insurance, and

the sale of securities. Many local professions are also regulated

for the local benefit by the state; for example, the practice of

medicine, nursing and accountancy.

The care of the feeble-minded, the deaf, and the blind, and many
penal and correctional services are provided by the state govern-

ment for our governmental subdivisions because it is a more satis-

factory method of handling the problem than would be available

if the cost were to be provided for by local taxation efforts.

Also, in the matter of conservation and recreation we find it

necessary for the state to enter into the provision of local govern-

mental services.

We have, therefore, three outstanding policies which throw light

on the nature of the collection and distribution problem. They

are: (1) the state-administered locally-shared tax; (2) state assess-

ment of at least two important classes of property for local pur-

poses, namely, public utility and intangible property; and, (3) the

provision of local governmental services by the state. Every state

in this Union employs one or more of these policies in providing

revenue for its various subdivisions.
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Why is the collection and distribution of revenues a problem?
I believe the answer is to be found in the nature of the political

subdivisions of government. A glance at the map of Ohio or at

one of many other states shows that governmental subdivisions is,

in the main, accomplished by lines running north and south and
east and west, which break up the states into counties and town-
ships with approximately equal areas. There is set up for each
area exactly similar political subdivisions of government with

specifically defined functions assigned to each.

These areas as so designed leave entirely out of account the

matter of equality of taxpaying ability, the importance of a rela-

tively equal amount of wealth in each, and the factor of a rela-

tively equal population in each area.

Agriculture obviously provides a smaller income per square mile

of area than the manufacturing industry, and thus provides a lower

taxpaying ability. In some areas there is a high concentration of

financial enterprises such as banking and insurance, and this gen-

erally provides a still greater taxpaying ability on an area basis

than a manufacturing industry.

Counties with large cities thus have a high concentration of

wealth, and counties which are largely agricultural have a lower

concentration of wealth, w^ith the result that the imposition of

similar governmental functions upon each imposes a great varia-

tion in burden among the different areas. A great railroad may
traverse one county and in the neighboring county there may be

no railroad, or at best a smaller valuation of railroad property.

The same may be true of some of our inter-count)' public utility

property. The result is a need for a distribution to some areas of

revenues derived from other areas.

We have counties in Ohio with populations under 20,000 and
one with a population of over 1,000,000. Each of these counties

and the minor subdivisions are charged with similar governmental

obligations.

It appears, therefore, that one real source of the problems in-

volved in the collection and distribution of revenues is the existing

system of political subdivisions. I do not mean to imply that the

outlines of political subdivisions should be dictated by the expe-

diency of methods of collecting and distributing various types of

taxes. I do, however, believe that the solution of the problem
would be much facilitated if a simpler system of governmental
subdivisions were devised. Whether or not a governmental sub-

division can finance a particular governmental function imposed
upon it, either by custom or by law, depends upon the value of

property or amount of income which exists in the subdivision,

and this in turn depends upon the geographical outline of the sub-

division which has the task of carrving out the said function of
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government. It can reasonably be said, therefore, that the neces-

sity of state aids and the state-administered locally-shared tax grow

out of economically obsolete political boundaries and the imposition

of functions of government to an extent out of proportion to the

taxing power.

Tax-spending bodies are not co-extensive with tax-collecting

agencies. For instance, in Ohio we have over 4,000 taxing dis-

tricts which spend money. These are the school districts, the

townships, the cities, the counties, sanitary districts, library trus-

tees, etc., in addition to the state government itself. Contranly,

we have only two classes of units which collect revenues, namely,

the 88 county organizations and the state government.

The result of such a situation is a conflict between the town-

ship, the city, the village, and the county tax-spending authorities

for the revenues, collected by the state and county tax-collecting

officials. There is here indicated a partial solution of this conflict

through the medium of consolidation. It may be desirable that

there be a closer relationship between the tax-spending agencies

and the tax-collecting agencies with the same set of officials re-

sponsible both to the taxpayer and to the recipients of govern-

mental benefits. There is an unfortunate division of responsibility.

The taxpayer registers his complaint of high taxes, not with the

official who spends money, but with those who collect it.

Another source of the difficulties in the collection and distribu-

tion of revenues arises from the fact that the ultimate sources of

revenue, namely, wealth and income-producing capacity-, are not

distributed geographically over the state so that they correspond

with the need for governmental services. This needs no further

elaboration.

Of course, the fundamental and basic source of this complicated

problem of which we are speaking is the attempt to foster and

maintain Home Rule. The home-rule philosophy demands a minute

subdivision of government. If it were not desirable or politically

advisable to permit local functions of government to be provided

for and controlled locally, we could avoid a large part of the

revenue-distribution problem. City streets and country highways,

as well as state highways, could be provided by a central highway

authority and all revenues for such purposes retained to that organ-

ization. If there were no local courts, local police systems, local

libraries, or locally controlled schools, again we would not be faced

by so difficult a problem as the distribution of revenues.

But Ohio, like most states, is a great home-rule state. People

do not want to be governed by some distant authority. This nation

was born out of a defense of this ideal. The home-rule philosophy

of government is symbolized to most Americans by the Boston Tea

Party. I see no evidence that its popularity is declining.
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Thus, the problem of the collection and distribution of revenues

grows out of a three-fold conflict.

First, if we are to preserve home rule, we cannot smash up

indiscriminately and consolidate the established forms of govern-

ment, namely, the county, the city, the township, and the school

district. School administration does not desire to be concentrated

with the administration of the courts, police system, recreation or

highways. There is a certain pride of attainment in these various

departments of government which the people do not want to see

obliterated by excessive consolidation of control.

Second, there is conflict and lack of coordination when we

attempt to establish efficient tax-spending groups and efficient tax-

collecting groups. It is extremely difficult to consolidate efficient

tax-collection machinery under tlie same administrative organiza-

tion which controls tax-spending in providing governmental func-

tions.

And finally, we have the conflict between the geographical sources

of revenue and the need for funds to operate government.

Therefore, the problem of the collection and distribution of

revenues is one of devising a system which maintains as much

home rule as possible, a large sphere for local pride in attainment,

and maintains a close relationship between the communities which

pay the tax and the communities which receive the benefits.

The foregoing discussion has considered the diverse policies with

which Ohio and other states have struggled in financing govern-

ment. It has also considered the causes of the complexity in allo-

cating to the governmental units the required revenues.

I do not believe that it is possible to avoid a complex system of

revenue allocation because of the desirability of retaining local

autonomy and of maintaining a close relationship between the tax

function of government and the service function of government.

I conceive, therefore, the fundamental aim of a revenue and

distribution system to be the preservation of the home-rule policy

and at the same time, as nearly as may be, to provide an adequate

supply of governmental services as economically as possible. To

an extent sufficient to simplify the revenue-distribution problem,

this ideal places a strong limitation upon the consolidation of gov-

ernmental subdivisions. This general problem is, therefore, not one

to be disposed of by a wholesale reorganization of government, but

rather, one to be solved as a collection and distribution problem.

The reorganization and consolidation of governmental subdivisions

is a broader task—one of policy, if you please. The design of a

distribution system is more nearly an administrative task. The

result should fit the solution of the larger problem.

Our analysis of causes, however, indicates that some simplifica-

tion of revenue distribution systems may be accomplished. A re-
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organization of county government and the consolidation of cer-

tain local governments would undoubtedly help. The establish-

ment of a smaller number of executive authorities through the

creation of a form of government which exercises control over a

larger number of functions than at present, or over a larger area,

would aid in the solution of the problem of revenue distribution.

There is also indicated a second possibility. It has been sug-

gested on several occasions that certain inter-county property,

notably railroad and public utility property, and even some other

corporation property, be segregated for special taxation by the state

government. The suggestion runs that state authority assess the

property, collect the tax at a uniform rate, and allocate the derived

revenue to subdivisions of government on the basis of revenue

needs, for example, upon a population basis. In the case of cer-

tain property, especially that of telephone companies, the allocation

would be greatly simplified since at the present time the allocation

of property values on the basis of circuit mileage is an extremely

complicated process. Such a policy would furthermore avoid many
of the inequalities arising from the allocation of property values to

certain districts.

All of these advantages can be attained without the abrogation

of local controls and a defeat of the home-rule philosophy.

Our consideration of this question also suggests a third means
of improvement. The distribution of revenues, on so large a num-
ber and great diversity of bases among local subdivisions of gov-

ernment oftentimes fails to provide certain cities and counties with

the supplementary revenues to which they are legitimately entitled

or which they reasonably need. The remedy is to consolidate the

methods of allocation to as few as is consistent with the policy of

providing a proper total revenue.

The foregoing discussion has indicated a further guidepost in

the design of a distribution system. It is important for the satis-

factory operation of any local government that revenue be sub-

stantially stable from year to year. An inheritance tax shared by

local subdivisions on the basis of the situs of collection is an in-

stance of the opposite tendency. The aim in the revenue system

should be to collect and distribute any taxes which vary in their

productivity and locality to locality in such a way that a stable

revenue is assured. The advocates of the income tax, for example,

are by no means as sure of their ground as they were.

This might seem to require an over-centralization of authority,

but if such a plan is confined to types of revenue which are in-

herently unstable it is to the advantage of the local unit.

Unless we devise a scientific system of revenue collection and

distribution, we shall find on every hand taxation anomalies such

as the unused paved highway mileage in the Detroit area, the case
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of several cities in various parts of the United States which actu-

ally levied no property taxes in the year 1932, and some of those

cases of excessive variation in tax rates of different districts.

I would like to point out the great variation of property tax

rates in various taxing districts in Ohio. The highest rural tax

rate in Ohio in 1930 was 30.4 mills; this was in Granger Town-
ship in Medina County. Landeck School District in Van Wert

County had a rural tax rate of only 9.4 mills. The highest village

tax rate in the state of Ohio in 1930 was 37.8 mills and the lowest

w^as 10.6 mills. City tax rates ranged from 16.4 mills to 30.4 mills.

There was also a wide disparity between the low'est and highest

county tax rates which ranged from 15.4 mills to 27.2 mills. These

are wide differences. Xo doubt similar variations occur in other

states.

If, then, there is any key to simplifying the problems involved

in the collection and distribution of revenues, it must be found in

the reorganization of local governmental units and in so assigning

governmental functions to local subdivisions that a revenue com-

parable with the taxpaying ability of each will be available.

Chairman Zoercher: At this time Commissioner Blodgett of

Connecticut would like to make an announcement.

W. H. Blodgett (Connecticut) : I wanted to ask those who

have not already done so to hand to me the names of the repre-

sentatives of the states to serve on the resolutions committee. This

should be done at once. The plan is that the delegates from each

state meet and designate some one who is to act on this committee,

and to hand to me the name of such representative. This may be

done immediately after adjournment of this session. Mr. Tobie of

Rhode Island will be the secretary of this committee, and you can

hand the name to him, if you happen to know him. We will desig-

nate one of the rooms directly opposite this hall for our head-

quarters; and furthermore, if you have resolutions which you wish

to present, under the rules of the Association, I will be glad if you

can hand in such resolutions to me, or to Mr. Tobie. Please keep

this in mind.

Fred R. Fairchild: I simply wish to take a moment to an-

nounce that the committee on tax delinquency will meet at 12:30

today, downstairs in the hotel lobby.

Chairman Zoercher: The next and last speaker on the pro-

gram this morning, before the discussion begins, is Mr. Edgar

Friedlander, coimtv treasurer of Hamilton County.
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EFFECTIVE METHOD OF COLLECTING PROPERTY
TAXES IN HAMILTON COUNTY

EDGAR FRIEDLANDER

County Treasurer

When Senator PMwards asked me sometime ago to address the

Conference on efficient methods of tax collection, I was imme-
diately confronted with the quandary as to whether or not everyone

in this audience was thoroughly familiar with the laws of the

state of Ohio under which of course each of the eighty-eight

county treasurers of Ohio must operate. Going on the premises

that everyone is, may I say at the outset that there is no mystery

about the results that have been accomplished in Hamilton County,

nor that in the slightest degree do I set myself up as a miracle

worker. So in telling the story, if I may call it such, I beg of

you to understand that, while I necessarily will at times have to

speak in the first person, such allusions should in no sense be

misinterpreted. The results that have been accomplished in Hamil-

ton County could have been accomplished elsewhere, had the

officials chosen to use what I shall refer to as system " A " as

opposed to system " B ". I much prefer to use the terms system
" A " and system " B," rather than use any pronoun, personal or

otherwise. Naturally system " A " is the one used in Hamilton
County by myself and my immediate predecessor, though prior to

that time system " B " had been in vogue.

Of course I was in the extremely happy position of having been

elected without a campaign of any kind, without the personal ex-

penditure of a postage stamp, or its equivalent in money, without

a political speech, without a poster, without even having held

public office before, or without any of the other tricks of the trade

with which I am sure we are all very familiar. I tell you this,

and I beg of you to believe that it is very distasteful for me to do
so, not in any spirit of braggadocio, but merely because it is an
integral part of system " A ". A person entering office under such
conditions is immediately free from the " I worked for you " type

of office-seeker. My first duty under system " A " was to sur-

round myself with employees who had a particular fitness for the

task that he or she was supposed to do. I was not in the least

interested in how any man or woman voted, but I was tremendously

interested in his or her ability to handle the particular requirements

of the desk or cage to which said appointee was assigned. May I

say in this connection that my past business experience in the

financial business in Cincinnati helped me in this connection to no
small degree.

Probably the first matter that interested me tremendously after I
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had become accustomed to the general routine of the office as well

as ni)' official duties, was the enormous number of delinquent tax-

payers on the personal delinquent duplicate, as well as the huge

amount of money involved. You must remember, however, that

we were operating at that time under the old uniform rule of

taxation whereby all personal property and real estate was taxed

at a uniform rate. I found that certain individuals or partnerships

made their returns with great exactness and promptness at the

proper time in every year (which happened to be during the month

of April) but that was the end of the story so far as the taxpayer

was concerned. I call to mind one individual who boasted of the

fact that he had made a strictly honest return for ten years in

succession. He did. so far as making a return was concerned,

but nary a cent dropped into the weighty coffers of Hamilton

County.

A plan of sueing said delinquent taxpayers, in conjunction with

perfect and complete cooperation of the prosecuting attorney's

office had been instigated by my immediate predecessor in office.

This plan under system " A " was pursued with increasing vigor

with results that were, to say the least, astounding. In a com-

paratively short time, if one takes into account that these delin-

quencies had accumulated over a period extending back as far as

seven, eight, nine, and in some instances ten years, a sum in excess

of $1,250,000 was collected. The plan was, and still is, compara-

tively simple : A statement was prepared showing year for year

when the tax in question accrued and remained unpaid. This

statement was sent to the last known address of the taxpayer. H
no remittance was received within a week's time a letter was for-

warded to the effect that unless remittance was received by a speci-

tied date the matter would be referred to the prosecuting attorney's

office for attention. If the latter communication brought no re-

sponse by the date mentioned, a second letter was sent on the

prosecuting attorney's letterhead, signed by one of his assistants.

If by the expiration of the given time there was still no response,

suit was immediately brought.

Candor compels me to admit that at the very beginning it was

a bit difficult to instill in the minds of certain people that there

was to be absolutely no deviation from the rule. Friend or foe,

brother or cousin, life-long friend or personal acquaintance. Re-

publican or Democrat, Whig or Tory, one and all were treated

alike. Once the system was established however, tlie difficulties

melted, as chaff before the wnnd. Of course there were many
cases which needed individual solution, such as bankruptcies where

funds were no longer available, closing of estates prematurely,

individuals or firms who had been affluent but who wer6 so no

more at the time suit was brought. Cases such as these however
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were in the vast minority and in every case the final adjudication

was handled by either a judge of the court of common pleas, or a

judge of the municipal court, depending upon the court in which
the suit had been brought. Amounts in excess of $100 were
brought in the common pleas court and under that sum in the

municipal court. This, you will readily see, placed the treasurer

in the impregnable position that absolutely no favoritism was
shown to any individual. There were cases where after hearing

all of the evidence both in and out of court, and being firmly con-

vinced of the truth of the statements of the defendants, the treas-

urer would recommend that the judge make an entry authorizing

a settlement of the case for a sum in a lesser amount than the total

claim. Such cases were extremely rare however, but I would
have you bear in mind that the final entry and settlement was in-

variably made by the judge and not by the treasurer. System "A"
strictly forbade the treasurer to sit both as plaintiff and judge.

Our delinquency on the personal duplicate the last year of opera-

tion under the old law was less than 1%, which in all simplicity

and modesty is a worth-while record. Of course this method of

procedure once it became known had a very definite bearing upon
the collection of real estate taxes. During my early incumbency I

think I can truthfully say that I had hundreds of interviews with

owners of real estate who wished special favors, special settlements

or compromises, or remission, or avoidance of penalty. Needless

to say there has still to be the first deviation from the rules of the

office or the laws of the state of Ohio.

One of the most definite policies of system " A " is to have the

books open on the earliest possible date in June and December, as

cooperation with the auditor's office will permit ; and what is

possibly more important, to close them promptly and definitely

upon the 20th of July and 20th of January, respectively. Due to

the staggering amount of mail which is received on the closing

days of the collection, of course it is physically and humanly nn-

possible to close the books for four or five days after the stipulated

time. In no instance, however, until the July collection of this

year, has the final date been more than one week from the date

specified by law. During my earlier experiences of conducting a

collection, this action brought forth many protests, but the reply

to favor-seekers was an extremely simple one and invariably the

same, " Do you wish me to do something illegal ?", to which, of

course, there could be no answer except an occasional, " Well, I'll

never vote for you again." There was absolutely no deviation

from the rule, and the muttered " I'll never vote for you again,"

amused me more than anything else. There must have been some

mistake in the calculations of the disgruntled devotees of system
' B ", for when the votes were counted at the last county election,
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lo ! the treasurer led all the rest. It was evident therefore that

the vast majority of the people liked the methods of system " A ",

liked the fact that when the large signs appeared in the corridor

stating that the tax books were closed, it meant just what the words

implied, and as further positive and final proof of the efficiency

of the system Hamilton County at this moment has approximately

95% plus of the real estate taxes paid and less than 5% delinquent.

In order to bring about this result however, not only was it

necessary to have the perfect cooperation of the prosecuting attor-

ney's office, but a most definite working agreement must necessarily

be had with the county auditor's office. At the present time in

Hamilton County, not only do the auditor's and treasurer's ofiices

use the same mechanical equipment, not only have the offices

been rearranged by creating open doors, where there had previously

been closed walls, but we have even gone so far as to have a per-

fect arrangement for the interchange of employees during the rush

period in either of the offices. I understand perfectly that this

happy arrangement (system "A") cannot become operative in

certain counties in Ohio where system "' B " has so long held

sway.

System " A " even invades the Board of Revisions, of which

board both the auditor and treasurer are members. The legis-

lature was rather far-seeing in making these officials members of

such board, for according to one of the sections of the Ohio gen-

eral code, said board members are definitely prohibited from hold-

ing any position on or under any committee of a political party

or subscribing or paying anything of value to any person or organ-

ization for the purpose of promoting or defeating any legislation.

I can assure you that in Hamilton County not only did the officials

themselves hear every complaint, but that the spirit of the statute

was lived up to even to the Nth degree.

Personally it was with tremendous regret that I sat by help-

lessly and noted that the last session of the state legislature saw

fit to change the law relative to advertising the delinquent land list.

Under system " A " publication of such list had truly electrical

results, if I may so define them, for the treasurer's office was

practically stormed in Hamilton County by people who " did not

wish to be advertised upon the second publication." Naturally in

counties where system " B " was in vogue and the delinquent land

list had not been published for years, the happy results produced in

Hamilton County under system '' A " could not have been accom-

plished. Under the new section the publication of the list of lands

on the delinquent list does not apply to counties having a popula-

tion of 300,000 as determined by the last preceding federal census.

In such counties said list is not published until three years after

certification, at which time it is done for the institution of fore-
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closure proceedings unless the taxes, assessments, penalties, interest

and costs are paid. One of the arguments bringing about this

change was that the cost of publication was too expensive. If the

advertising were only done, however, upon certification, this argu-

ment would necessarily be unsound, as the cost of such advertis-

ing must necessarily be paid by the taxpayer upon redemption of

the land in question.

Naturally the great number of redemptions which took place

immediately after publication of the certified delinquent list reduced

the number of necessary foreclosure proceedings to a marked de-

gree. In cases where the lands in question had not been redeemed,

however, at the expiration of the statutory time limit, titles were

examined and foreclosure proceedings promptly instituted. In no

case, until very recently, was it impossible to effect a sale for a

sum sufficient to pay all accrued taxes, penalties, interest charges,

advertising charges and the like. There have been a few cases in

the past few months where this condition did not exist, but the

lands in question are in outlying districts of the county and the

amounts involved are of extremely minor importance. Taxpayers

in Hamilton County had been taught, under system " A ", the

rather grave consequences of not paying taxes at the proper time

—

they had been taught the expensiveness of the 10% penalty—they

had been taught that it was far cheaper to borrow from a friendly

bank or building association for a few months at 6% interest than

to borrow from the county at 10% penalty on the principal amount

—

and most important of all, they had been taught that system " A "

knew no favorites. The lesson or lessons were given by the treas-

urer and every employee with courtesy, with patience, with pains-

taking exactness, with minute explanation of the laws to hundreds

of inquirers. Incidentally if I were asked for the one outstanding

discovery I have made since I have held public office, it would

unquestionably be the crass ignorance of the taxpaying public of

the laws governing tax payments and the distribution thereof. It

may be of interest to note that this state of affairs applies to the

so-called intelligentsia as well as to the illiterate. In a nut-shell,

then, the taxpayers of Hamilton County realized thoroughly that

the penalties would not be removed, that the institution of a suit

meant the institution of a suit, that the closing of the treasurer's

books meant the closing of tlie treasurer's books, that post-dated

checks would not be received, that checks once received would be

deposited with all human promptness, that small home owners, farm

or town property owners were all subject to the same laws, from

which no treasurer operating his office under system " A " could

deviate in the slightest degree. And in the final analysis, it is the

fear of the penaltv coupled with the system " A " fact that it will

5
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be applied to one and all alike which prompts taxpayers to pay
their taxes on time.

It may be of interest to note that in 1928 compensation to em-
ployees in the treasurer's office was $77,000 with approximately 40

employees. In the budget recently submitted by me as treasurer

the total requests for the ensuing year were $42,000 for the 14

permanent employees, augmented by approximately $8,000 by shift-

ing certain of the auditor's staff to the treasurer's payroll during

collection periods.

The results obtained in the first collection of the so-called intan-

gible tax law in Hamilton County were even more remarkable.

These results (and the figures speak for themselves) were obtamed
in no small degree by reason of the perfect working arrangement

between the treasurer's office, the auditor's office and the tax com-
mission of Ohio. The tax commission, be it known, established

its own branch office in Hamilton County. Owners of invest-

ment securities, income-bearing or non-productive, knowing of this

situation naturally were most meticulous in making their returns.

On numberless occasions I was accosted by strangers, acquaint-

ances, friends and relatives with a statement to this effect :

'" I

just want you to know I made a 100% honest return, but I am
not sure I would have done it if you fellows had not been in

office."

As emblematic of the workings of system " A ". a school was
inaugurated by the auditor and treasurer early in January to teach

prospective temporary employees the innumerable complicated

technicalities of the new law. In addition to teaching the funda-

mental principles of the law itself, the various uses of the many
different forms prescribed by the tax commission, the systems of

procedure, the methods of computation, the methods of billing, the

time and methods of payment and countless other details were also

part of the course. Permission was obtained for the use of one

of the common pleas judges' court rooms for an hour a day for

three weeks, where the school w-as conducted. At the end of that

time an examination was held, and out of a class of fifty-five,

twenty-seven received a passing mark. A)id be it written in letters

of gold that the examiners were not in the least interested in the

political affiliation of the students. From the twenty-seven who
received passing marks were chosen the interchangeable seasonal

employees of the treasurer's and auditor's offices.

As a further result of this preparedness program, not only were

countless numbers of taxpayers given extremely intelligent assist-

ance in the preparation of complicated returns, but 52,000 of said

returns were correctly and definitely audited (the approximate

number made in Hamilton County) and proper corrections made
when necessary, on time. On September 1st accordingly, 52,000
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bills with proper duplicate had been prepared and were ready for

mailing. As a result, the final half of the collection started promptly

on September 2nd and is now in full swing with most satisfactory

results. It is interesting to note in passing that at the close of

each day's business not only are the treasurer's books in perfect

balance, which is to be expected, but what is far more important,

a daily distribution could, if necessary, be made with absolute and
definite accuracy to each of the 106 taxing districts in the county.

Taxes, after all, have been unpopular for thousands of years.

In fact, if my biblical teaching serves me correctly, it was the

subject of taxes which brought so much grief to the Pharaohs of

old in Egypt land; yet after having sat as chairman of the Board
of Revision of Hamilton County for five months I am inclined to

think that the ever-controversial subject of taxes ante-dated the

time of the Pharaoahs by thousands of years. I have now come to

the conclusion that the arguments 'twixt Adam and Eve were not

pertaining to an apple or a serpent, but primarily and definitely

regarding land values in the Garden of Eden.

I realize thoroughly the tremendous seriousness of the mounting

delinquencies in the state of Ohio, yet by the same token am I

definitely convinced that the figures would never have reached

such tremendous proportions had all tax-assessing and tax-collecting

agencies, throughout the state, operated under system " A " in-

stead of system " B '".

I have made a rather extensive study of the laws of our various

states, not only in the matter of tax collecting, but also in the matter

of methods of assessment, both real and personal. In addition, I

have communicated with various officials of other states whose duty

it is to administer laws under which they must necessarily operate.

The laws of the state of Ohio, regarding the time of payment,

method of collection, penalties for non-payment within a specified

time, and foreclosure proceedings, are in my opinion as good as

can be devised.

I view with tremendous fear a proposal to change the semi-

annual payment system, which we have at the present time, to one

of monthly installments as well as remission of penalties. There
is no possible method of handling of deferred payments in counties

the size of Hamilton County, unless individual ledger accounts were

opened with each taxpayer. The tremendous detail and burden in-

volved in the preparation of such ledger accounts is so manifest

that I feel that I need not burden you with the truly hideous de-

tails thereof. Yet I venture to predict, with a confidence founded

upon intimate knowledge of the many technicalities and details of

a tax collection, that the treasurer's office of any county the size

of Hamilton would be in a chaotic condition in a surprisingly short

time. Not only that, but it would incidentally increase the cost of
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the operation of said ofiice to no little degree, which increase would

of course be reflected in the next succeeding tax rate. Moreover,

I can state with definite assurance that no treasurer, no matter how
competent, no matter how efficient, no matter how efficient his

deputies and office force, could effect his settlement with the auditor

and complete his distribution within the proper time should any
monthly-payment plan become the law of the state. For be it re-

membered that in Hamilton County there are 98 difTerent taxmg
subdivisions and 106 different rates.

Under system '" A ". hundreds upon hundreds of interviews with

so-called small taxpayers have been had, and the indelible impres-

sion left upon them of the absolute necessity of beginning to save

regularly for their December taxes the day after the Tune taxes

are paid, and likewise to begin for the June taxes as soon as the

December taxes are paid. If an installment plan is to be inaugu-

rated, a savings bank is the place to accumulate the installments,

and certainly not the office of the county treasurer.

I realize perfectly that the present situation of mounting delin-

quencies, not only in Ohio but throughout the country, is due in a

great measure to the world economic condition, from which let us

hope we are now emerging. But depression or no depression, in

my opinion the situation would never have been so acute had

system " A " been used rather than system "' B ".

I feel that it would be unbecoming of me to draw comparisons

by figures of Hamilton County and other comparable counties, but

I do wish it known that if the experience we have had in Hamilton

County can be of value, if the methods and details pertaining to the

mechanical equipment which had been installed, if the forms for

billing, or the plan for completing the distribution, or any of the

details are wanted by any officials, they are theirs for the asking.

The situation is far from a hopeless one. We merely have a

patient who, though quite ill, has symptoms the diagnosis of which

is extremely simple. Medicines in the shape of supposed curative

laws, particularly in the shape of remission of penalties, will do

far more harm than good. With proper and careful nursing the

patient can slowly but surely be restored to perfect health, but the

nursing must be done in the main by the elected officials and not

by legislative acts.

Ch.mrmax Zoercher: Before we begin the discussion the Sec-

retary has an announcement.

Secretary Query : The New York delegation has asked me to

announce that a meeting of the New York delegates will be held

in Room 221, just beyond the secretary's desk, at 2: 15 today.

I want to remind vou again to turn in vour railroad certificates.
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It looks now as if we are not going to get the one hundred certifi-

cates unless there are many that are being held by delegates.

The taking of the official picture has been arranged for by the

local entertainment committee, on the State House steps, at 12:30,

immediately after the adojurnment of this morning's session.

The banquet tickets are now on sale by the official hostess at the

secretary's desk, and all those who expect to attend the banquet

tomorrow night will purchase those tickets. Immediately followmg

the banquet tomorrow night, the local entertainment committee has

arranged for music and dancing for all those who care to dance.

I have also been requested to call the attention of the delegates

to the fact that very few have signed up for the optional entertain-

ment offered to men. Arrangements have been made by the com-

mittee for golfing and sight-seeing trips and other kinds of enter-

tainment. All you have to do is go to the official hostess at the

secretary's desk, and sign up for the entertainment in which you

care to indulge.

I have also been asked to announce that on Friday morning, in

this hotel, a conference of tobacco-tax administrators will be held.

A good many of the delegates attending this conference are in-

terested in this form of taxation, and the officials of this group

invite all those present here today to attend this conference on

Friday morning. I thank you.

Robert ]\I. Haig : One more announcement at this time. I

would like to call a meeting of the executive committee of the

National Tax Association for tomorrow, Wednesday^ at 12 o'clock

noon, in Room 222, directly opposite this room.

Chairman Zoercher: Now then, we are ready for discussion

on any of the papers submitted this morning. If there is anybody

who has anything to add or suggest, now is your time.

It seems as if everybody was satisfied with the papers.

J. H. Kauffman (Ohio) : I would like to ask the gentleman,

whether or not when you found taxes delinquent and you under-

took to collect them so efficiently, during the ten years, if you also

undertook to list property that had not been listed and assessed at

all in Hamilton County during those same years.

Edgar Friedlandkr (Ohio) : I have not endeavored to collect

them for ten years. I have done it for three years. I found taxes

which have been delinquent for ten years. I proceeded to institute

suits to collect taxes which had been on the delinquent personal

duplicate running back for ten years, which previously had been

there; they had not been collected. The auditor is the man that

does the assessing.
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J. H. Kauffman : Would the same kind of process that was in-

stituted to collect, get the property that had not been listed, on the

duplicate?

Edgar Friedlaxdkr : In about as large a degree as possible.

Of course, that would not come under the jurisdiction of the

treasurer.

Chairman Zoercher: Any other question on any other paper

submitted this morning?

A. C. ^Margrave (Illinois) : In regard to this tax on intangibles

there has always been a question in my mind, that I have never

been able to answer satisfactorily. Why should a man holding a

share of stock in the American Telephone & Telegraph Company,

which pays $9.00 dividend a year—and it is paying that now—be

taxed 45 cents on that share of stock, while under your Ohio law,

a farmer out here who ow-ns a cow that is valued at $100 is re-

quired to pay a dollar and a half? I would like to have that

answered.

Chairman Zoercher: Is anybody ready to answer that question?

J. H. Kauffman : The gentleman back here says it is because

you can see the cow.

Thornton Cooke: Didn't I understand from the remarks of one

of the speakers that tangible personal property, used for agricul-

tural purposes, is assessed at only fifty per cent of its value? That

would reduce the tax to 75 cents.

J. A. Zangerle (Ohio) : Perhaps the cow is not worth $100;

perhaps it is only worth $10. I suppose the real reason is this—and

this is fundamental, pertaining to a lot of these questions—why
should intangible property not be appraised and pay the same burden

relative to its value that fixed property pays ? That, of course, is a

question that is coming up all the time in every form of taxation,

whether it be under the general property tax or under the income

tax or under the sales tax, or any form of taxation. The question

is, why shouldn't intangible property pay as liberally as all other

forms of property? Now the answer ought to be perfectly clear.

That question has been undertaken to be answered and answered

clearly and decisively by every student of taxation. In the first

place, you cannot find the situs of the property. The domicile of

the owner is changing continually, as well as the services that the

owner of intangible property is receiving; there is the duplication

of property, intangible property being only a species of tangible

property, because perhaps that cow is mortgaged for $100; and if

that mortgage were taxed, then the farmer would have to pay not

only on the $100 but also somebody would have to pay the income
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from that mortgage. There would be a form of double taxation.

There are other questions involved, such as the difficulty of ad-

ministration, yiay I say. if you will just peruse some of the

records of this organization, you will find in the papers hundreds

of reasons why the farmer ought to be taxed on his property and

why intangibles ought not to be taxed at least as severely; and

cannot be taxed no matter w'hether they ought to be taxed or not.

Henry F. Long (INIassachusetts) : I might say also, in answer

to the question, that if we had a direct answer to the question we
would have no need for these National Tax Association confer-

ences. I think that is rather clear.

I might also make the further suggestion, that the comparison

between the share of American Telephone & Telegraph stock and

the cow is hardly accurate, because I assume that the milk, which

is representative of the cow's capacity to produce income, is more

comparative perhaps to the share of stock, and that the money
received from the sale of the milk is more comparative to the divi-

dend received on the share of American Telephone & Telegraph

stock; so I would suggest to the questioner that he think in terms

of comparison between the cow and the physical property of the

American Telephone & Telegraph. The share of stock of the

American Telephone & Telegraph is comparative with the milk,

and the $9.00 dividend on the stock is comparative to the 9 cents a

quart for milk received from the cow.

Edward P. Doyle (New York) : Public opinion is changing in

the United States now. This new generation coming up is think-

ing differently from the old people; and this has something to do

with milk. A friend of mine heard a conversation between three

of his children the other day. The oldest boy said. " If I had my
life to live over again, I would never touch spinach, even though

there is iron in it." The second boy said, "' Well, I can stand

spinach, but nothing doing for castor oil ;" and the youngest boy

said, " If I had my life to live over again, I would be a bottle

baby." He said. "'
I am tired of having cigarette ashes drop into

my mouth when I am eating my meals."

Chairman Zoercher: Any further remarks?

W. H. Blodgett (Connecticut) : I would like to inquire of the

treasurer of Hamilton County, in view of what he has had to say

here, whether he would regard, even now, growing delinquency as

indicative of the limitations of the use of the taxing power—and I

assume from my observations and what I learn that they are grow-

ing all over the country—whether it is being claimed that this indi-

cates limitations of the use of the taxing power. From what he

says, he rather contradicts that theory to some extent. I would

like to know what he might sav on that subject.
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Edgar Friedlander i^Ohio) : Of course, present economic con-

ditions unquestionably have something to do with the growing de-

linquencies, but, as I stated, I am definitely of the opinion that they

could not possibly be as much as they are had the law been

properly administered in the first place. I don't like to draw com-
parisons here in Ohio, where I am familiar with the law, and I

shall refrain from doing so; but it is impossible for me to think

that where we have 88 count. es, one should have a 7 per cent

delinquency and another one 50 per cent delinquency when they

are operating under the identical law. There must be something

wrong with the administration of the laws to bring about that

enormous difference. There is a great deal of feeling among tax-

payers nowadays. I have heard the term " tax spenders " so often

I do not like it very much. !My understanding is I am not a tax

spender. I am merely here to do what I was elected to do under

the law of the state of Ohio. I can see your contradictory view-

point, but I still maintain that the delinquent list or the amount of

delinquencies certainly would not have reached the staggering pro-

portions they have, had the officials treated one and all alike. I

know perfectly well what used to go on in my own county. If one

man receives a favor, then another one wants the same thing.

That is all passed when they are treated alike. When Bill Jones

knows that some other fellow does not pay, he says, " I am not

going to pay either."

Chairman Zoercher: Any further remarks?

C. A. Dyer (Ohio) : In regard to the cow that the gentleman

spoke of : Zoercher and Zangerle and I own that cow, and we
have three shares of stock representing the cow; the cow is assessed

at $75, and we pay 45 cents per share, Zangerle and you and I

;

that would be a case of double taxation whether the cow gave

milk or not.

A. C. AIargrave (Illinois) : I am not inquiring as to the theory

on which this special tax for intangibles is based. I am perfectly

aware of the fact that the idea originated in England in 1889, and

it has a great field if intangible personal property can be put on

the books; but, as a matter of equity, as a matter of justice, as a

matter of common sense, why discriminate against the farmer and

against the agricultural interests? The theory that you cannot

reach intangible personal property is a fact, and it reminds me of

the story that I heard about a young man who was boasting about

the honesty of his father. He said his father's veracity was of the

highest type; that he would not think of telling a lie for a quarter

but he would very gladly tell six of them for a dollar. That is the

same theory on which intangible property is brought forth for

taxation under this system. For instance, a man who wants to be



COLLECTING rROPERTY TAX IX HAMILTON COUNTY 7i

honest can be, and it is very beneficial in that it enables those par-

ticular citizens \\'ho wish to be honest to do so
;
yet, at the same

time, as a matter of justice and right, to my notion of thinknig

it is discriminatory against the farmer and against the fellow who
has other tangible, visible, personal property.

Chairman Zoerciier: You know, Grover Cleveland once said

that it is a condition that confronts us and not a theory. Every
state in the Union that has attempted to assess intangible property

on the same basis as tangible property has made a failure, so we
might just as well consider the condition as it is. Any further

suggestions ?

(No response.)

Chairman Zoerciier: Now, the meeting this afternoon will

convene at 2 : 30. Please let us remember that 2 : 30 means 2 : 30,

not 2 : 45 or 3 o'clock. Let us set an example by being here at

2:30 o'clock this afternoon. If there is nothing further, the meet-

ing is adjourned.

(Adjournment.)



THIRD SESSION

Tuesday. Skptk.miikr 13th. 2:30 P. M.

Chairman Haig: Ladies and Gentlemen, the hour of 2:30 has

arrived and the third session of the Twenty-fifth Annual Confer-

ence on Taxation will be in order. I am happy to announce that

Governor George C. Braden, the chairman of the Ohio Tax Com-
mission, has kindly consented to preside at this session. I have the

pleasure at this time of presenting- Governor Braden.

George C. Bradex of Ohio, presiding.

Chairman Braden : It is indeed a pleasure for me to come
before the representatives of the National Tax Association. We
have here in the state of Ohio a tax commission of four mem-
bers. We know something about the arduous duties of a tax

commission, and to all tax commissioners who are in the group
I want to extend my sympathy. I will tell you a story. When I

came on the tax commission years ago, I had a fine German
goiter, as my daughter termed it. I have lost it since I have been

in Columbus on the tax commission. It makes me think of a

story they told on iMarie Dressier. You all know who iMarie

Dressier is. She was told she must reduce, and her doctor's advice

was that she take a course in horseback riding. So, Marie took to

horseback riding, and after three months she was asked how she

was getting along. She said: " Well, the horse has lost 180 pounds

and I have gained 30."

I want to add a further word of welcome to what Senator Ed-

wards said to you this morning. On behalf of the tax commis-

sion, we welcome you here. I believe there was never a time

when all of our states could unite and discuss tax problems with

more profit than right now. As I said, we have four members on

our tax commission. We are going to hear from some of them this

afternoon. I first want to introduce to you Mr. A. J. Kraus, who
heads the income tax division. That was a new department added

by the last session of the legislature. As you all know, it is a

very important department of our commission. It has been very

ably administered by Mr. Kraus. and I now present Mr. A. J.

Kraus.

A. J. Kraus (Ohio) : Mr. C hairnian and Ladies and Gentlemen:

I was not aware of the fact that 1 would be called upon to make

(74)
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any remarks this afternoon. However, I want to second the state-

ments that were made by the chairman in welcoming you folks to

our city of Columbus and to the state of Ohio. We have had
eight long, strenuous months within which to administer the pro-

visions of the new intangible or personal property tax law in Ohio.

Whatever degree of success we may have attained during this

period of time we owe in great measure to the advice and coopera-

tion and fine friendly spirit manifested on the part of the ta.xing

officials, and I speak particularly in reference to the county audi-

tors of the state of Ohio. Without their cooperation, without their

help I am afraid that our work would not have attained the degree

of success that it really has.

Ohio's new tax law will still require some ironing out. We have
many administrative features in mind which we would like to in-

corporate. They are not of great importance but they will ease

the administration of the new law. Senator Taft very ably pre-

sented to you certain features of the new tax law this morning,

and I feel, in respect to that, that he represents the department of

which I happen to be in charge at the present time.

Other features of the law will be discussed this afternoon by the

chief attorney of our department, who will be introduced to you
in a few minutes.

In extending a welcome to you folks here in the city of Colum-
bus I wish finally to make this statement: If there is anything

relative to the new tax law in the way of regulation, in the way
of seeing how it applies practically, I would w-elcome any or all of

you to make a little visit on the 23rd, 24th and 31st floors of the

A. I. U. Building. Any time you folks would like to come to

discuss the matter from the practical standpoint, I assure you, you
will be welcome. I thank you.

Chairman Bradex : As I stated to you, w'e have on the Tax
Commission of Ohio four members. I don't know whether my col-

league, Senator Edwards, this morning in his address told of some

of the duties of the commission or not, but I may mention that Mr.

Kraus, who just addressed you, with Senator Edwards, has the

county affairs, real estate and gasoline tax division; Mr. Bevis, who
will be here later, has the inheritance tax division and the cigarette

tax division. As to myself, I have the corporation and utility valua-

tion department. Our work is so divided that if any of you want

to talk to any member of the commission relat've to any of the

departments, it is best to approach the man having charge of that

particular department. We want to cooperate with you in every

way while you are in the city of Columbus.

WHien the new intangible tax division was organized, we knew
we were confronted by a very difficult job, and we had to have an
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attorney for that department. We looked them all over, had lots

of applications, but we had in the inheritance tax division a young
man that had shown remarkable talent in the way of law. While

I do not always agree with Mr. Dargusch—as an administrator I

think sometimes he is like other lawyers, a little technical—I want

to say in his behalf that he has a very keen mind and I think is

one of the coming lawyers in the state of Ohio.

I take a great deal of pleasure in presenting to you ]\Ir. Carlton

S. Dargusch, who is going to talk to you on the question of prob-

lems of administration under the personal property tax law. I am
not going to say this for ]\Ir. Dargusch's special benefit, because

he is not a long-winded speaker, but I will say to all the people

on the program this afternoon, try to keep within the twenty-minute

limitation, and then we won't ring the bell on you. Mr. Dargusch.

PROBLEMS OF ADMIX ISTRATIOX L'XDER THE
PERSOXAL PROPERTY TAX LAW

CARLTOX S. DARGUSCH

Chief Counsel. Classified Tax Division,

Ohio Tax Commission

The subject assigned to me has to do with problems, and I be-

lieve that before the paper has been fully delivered that you will

agree that the first year of administration of the new personal

property tax law in Ohio has been productive of plenty of prob-

lems. Our troubles are best evidenced by Brady Miner's instruc-

tions to his secretary to address our mail to " The Untangible Tax
Division, L O. U. Building, Columbus."

Senator Edwards, in his thorough paper on " A Quarter Cen-

tury of Tax History," has told you of the events that led up to the

passage of the personal property tax law, otherwise known as

Amended Senate Bill 323. Senator Taft in his excellent paper has

told you of many of the things embraced by the new law.

Li order, however, to clearly bring before you the problems

which have confronted the Ohio State Tax Commission, it is neces-

sary that a brief summary of the principles of the law be made.

Two outstanding steps were taken :

(1) Placing the administration of the new law under the juris-

diction of the tax commission.

(2) Both tangible and intangible personal property were classi-

fied.

The bill taxes tangible personal property when used in business.

With the exception of domestic animals, ships and aircraft, no tan-

gible personal property is taxable unless it is used in business.

Household good.s, musical instruments, clothing, jewelry and simi-
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lar items not used in business are, therefore, exempted. Motor
vehicles (Section 5325 G. C.) have been exempted regardless of

use and an increased license tax substituted for the property tax

formerly assessed on such property. Patterns, jigs, dies and draw-
ings are also specifically exempted. Tangibles have been classified

as to value, rather than rate. Such property will be taxed at the

rate prevailing upon real estate in the district in which such tan-

gibles are located. The average rate in Ohio has been approxi-

mately 22 mills per dollar of valuation. Tangible personal prop-

erty is assessed at 70 percent of its value, excepting engines,

machinery, tools and implements used in manufacturing, mining or

agriculture ; domestic animals used in agriculture ; agricultural

products on farms and manufacturers' inventories. These are all

assessed at 50 percent of ther value. Boilers, machinery, equip-

ment and personal property used for generation or distribution of

electricity, other than for the use of the person generating or dis-

tributing the same, are assessed at 100 percent of their value.

Special provisions are made for the taxation of merchants on the

basis of their monthly average inventories, as set forth in Section

5382 G. C., and a somewhat similar provision is found in Section

5385 G. C., authorizing a manufacturer to list the average value of

inventory, with a limitation in the case of finished products to those

kept in the county of -manufacture.

The value of tangible personal property used in business is by

statute fixed as depreciated book value. The taxpayer has the right

of claiming fair value.

IXTAXGIULE Pi:RSOX.\L PROPERTY

The law specifies five distinct types of intangibles
—

" Investments

(Sec. 5323 G. C.) ; "Deposits'" (Sec. 5324 G. C.) ; "'Moneys"
(Sec. 5326 G. C.) ;

" Credits " (Sec. 5327 G. C.) ; and - Other "in-

tangibles " (Sec. 5328-1 G. C).
''Investments" are defined as including (^1) shares of stock,

(2) interest-bearing obligations, (3) annuities and installment pay-

ments, (4) equitable interests, and (5) interests arising out of em-

ployees stock-purchase plans. Intangibles are taxed at 100 percent

of their value excepting where income yield is the basis of taxa-

tion. Shares of stock and interest-bearing obligations yielding in-

come are taxed at 5 percent of the income yield paid during the

calendar year previous to tax-listing day. If such securities do not

yield an income, they are taxable as unproductive investments at

2 mills of their value. Excluded from taxable investments are

shares of stock in federal instrumentalities (where the state is not

authorized to tax), Ohio financial institutions, dealers in intangibles

and domestic insurance companies, taxed at source. There are also
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excluded from taxable investments Ohio deposits — federal bonds
and exempt Ohio bonds.

" Annuities and installment payments." and " equitable interests
"

are taxable only on income yield at 5 percent. If such property

yields no income there is no tax. There are excluded from tax-

able annuities and installment payments, all income from patents,

copyrights and royalties, interests in land and rents therefrom, ex-

cepting land trust certificates. There is a further exemption of

wages and salaries.
' Deposits,'" meaning virtually bank deposits, are taxed at 2 mills

of their value with the exception that where a deposit is located in

a financial institution outside the state and yields more than 4 per-

cent per annum, the deposit is to be taxed as an investment on the

basis of income yield. Unearned premiums and cash surrender

values (Section 5324 and 5366 G. C.) are specifically excluded and
exempted from taxation. Deposits are, in the main, taxed at the

source, as will be hereafter pointed out.

" Money " is defined in Section 5326 G. C, as coins, circulating

notes of national banking associations. United States legal tender

notes and other demand notes or certificates of the United States,

circulating as currency. The definition was taken verbatim from

the federal statute granting permission for the taxation by the

states of notes and currency. Money is taxed at the rate of 3 mills

per dollar.

" Credits " are defined in Section 5327 G. C, as being the excess

of current accounts receivable and prepaid items over and above

the sum of current accounts payable. Current accounts are defined

as being those items receivable or payable within one year, how-
ever evidenced. Credits are taxable at 3 mills per dollar of valua-

tion. This section provides the only deduction from taxable prop-

erty with the exception of the exemption of $100.00 in Section 5360

to individuals, which exemption is deductible only from the value

of domestic animals.

The phrase " other intangibles " is not specifically defined in the

law, but the section defining taxable intangibles (Sec. 5328-1 G. C.)

specifically enumerates investments, deposits, credits, moneys, and

then declares all other intangibles subject to taxation except those

specifically exempted or otherwise treated. Shares owned by resi-

dents in financial institutions (Sec. 5328-1 G. C.) located outside

the state are not taxable in Ohio. Intangibles (Sec. 5328-2 G. C.)

which have acquired a business situs outside of Ohio are not tax-

able in Ohio when owned by an Ohio resident. As a converse of

that proposition, intangibles of a non-resident having acquired a

business situs in Ohio are taxable except property of a foreign

insurance company. A corporation, under Section 5328-1 G. C, is

not required to list any shares of stock which it may own.
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Business taxpayers may, under Section '^2)71-2 G. C, apply for
and be granted permission by the tax commission to report on a

fiscal-year basis rather than the statutory date.

In most cases, each person is to return the taxable property of
which he is the owner. In the case of a corporation, the return is

to be made by the president, vice-president or secretary and the
principal accounting officer. A partnership return is to be made by
a partner and the return of an association by the managing agent.

Fiduciaries are required to make returns under certain circum-
stances, excepting that in case of a trust, investments are to be
returned by the cestui que trust rather than the trustee.

Taxpayers desiring to do so may, under Section 5372-2 G. C., in

lieu of listing investments yielding income, file a copy of their

federal income tax return and a sworn statement of income from
investments taxable under Ohio law but not under federal law and
pay on the income so reported.

All returns, assessment certificates and tax lists are confidential

and heavy penalties are provided for disclosure by public officers.

Corporations owning at least 51 percent of the common stock of

another corporation may file a consolidated return under Section

5379 G. C. The effect of such return is to exempt the stocks,

securities and other obligations of the underlying company owned
by the parent corporation, and in addition, inter-company accounts

are eliminated.

Specific provisions are found in Section 5392 G. C., which make
taxable the accumulation of corporate surplus or trust income where
used to defeat the tax on income yield from stocks or trusts.

Certain specific types of taxpayers are the subject of special pro-

visions of the statute. Financial institutions, which include banks,

building and loan associations and all institutions receiving deposits,

are taxed at the rate of 2 mills per dollar of valuation on deposits

and on the shares of stock or capital when not divided into shares.

Deposits are to be listed by financial institutions in Ohio and as-

sessed against them with a lien on the part of the institution for the

tax paid for the depositor. The bank may either assume the tax

or charge it back. The return of a financial institution is to be

made between the first and second Mondays of March in each year.

Dealers in intangibles operating wholly or in part in Ohio are

taxed on the basis of the capital employed in the state. Where the

dealer in intangibles is not operating wholly in Ohio the taxable

capital will be that proportion which the gross receipts everywhere

bear to the Ohio receipts. The rate is 5 mills per dollar of valua-

tion. Dealers in intangibles are required to make their returns

between the first and second Mondays of March.

Domestic insurance companies are taxed upon their capital and
surplus. Annually, before the first Monday of May, the superin-
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tendent of insurance is required to certify to the tax commission

the capital and surplus of each domestic insurance company. The
rate upon the capital of an insurance company is 5 mills. Domestic
insurance companies owning 95 percent of the common stock of

another corporation may, under the provisions of Section 5414-11

G. C, make consolidated returns. There is no provision for taxing

foreign insurance companies in the new law. such companies being

subject to a premium tax.

The tax on financial institutions, dealers in intangibles and do-

mestic insurance companies, and the tax on their real estate, is in

lieu of all other taxes on the property of such institutions or their

shareholders. Certain other exemptions are accorded the company,

policy holders, etc., in domestic insurance companies under the

provisions of Section 5414-10 G. C.

Public utilities are required to report to the tax commission an-

nually and are assessed by the commission on their real and taxable

tangible personal property at 100 percent, with classifications of

intangibles as heretofore set forth in the case of other taxpayers.

Public utilities, under Section 5419-1 G. C., are given the oppor-

tunit)' to file consolidated returns as provided in Section 5379 G. C.

The law became effective June 30, 1931. and the administration

was placed in the tax commission. But by Amended Senate Bill

329 the legislature had provided that the bill should be adminis-

tered by a fourth tax commissioner created by that bill, and so on

the effective date of the law the man who was to guide the des-

tinies of the new tax law for six years had not been chosen. On
July 27, 1931, the Governor of Ohio designated the Honorable A.

J. Kraus of Wyandot County to be the fourth tax commissioner.

Mr. Kraus. by reason of his former official position as auditor of

XA'yandot County, and having been connected with the tax commis-

sion in the capacity of special accountant for four years, was well

fitted to have particular charge of the administration.

Following the selection of the commissioner it was necessary to

embark upon the course of creating the department. The classified

tax division started out in one room on the fifth floor of the

Wyandotte Building, and like most babies has exceeded the hopes

of its parents by growing by leaps and bounds. On the first day

of September 1931 the class'fied tax division consisted of the

commissioner, a stenographer, a lawyer and an accountant. At the

peak the department had 203 employees, and instead of one office

room is spread over parts of three floors in the A. I. U. Tower.

When I went to work for the commission in 1925 the entire force

was less than 40 persons.

After the personnel organization of the division was completed

the first problem was the preparation of return forms and the pro-

mulgation of regulations guiding taxpayers in the use of such
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forms. Under the direction of Mr. Kraus and advice of Mr. Lay-
lin, the forms were speedily prepared, and necessarily so in view
of the fact that tax returns w-ere to be made between February 15th

and March 31st of 1932 on a listing as of January 1st subject to

use of fiscal year by permission. The forms at first sight appeared
complicated. This was necessarily so because of the varied classi-

fication of tangible and intangible property made by the bill and
described in detail in my preceding remarks. With the exception

of the returns of special taxpayers, such as financial institutions

and dealers in intangibles, the blanks were in the hands of the

taxpayer in ample time to prepare his return. Numerous meetings
were held with trade and business groups and county officials in

preparing the forms and instructing the taxpayers and officials with

respect to the law. To better serve the public, branch offices were
opened in Cleveland in charge of P. L. Hartz ; in Toledo in charge

of S. J. Barrick; and in Cincinnati in charge of John A. Dodd.
With the exception of the returns of public utilities, domestic

insurance companies and inter-county corporations all returns are

filed with the county auditor of the county in which the taxpayer

resides, and the taxpayer required to pay one-half of the tax indi-

cated by his return at the time of filing. The returns of domestic

insurance companies, public utilities and inter-county corporations

are filed direct with the tax commission and half tax is not payable

with respect to such returns but the entire tax is payable in one
installment on or before September 20th, at which time the last

half is also due.

By special act of the general assembly in extraordinary session,

the time for filing returns was extended to April 20th. This, with-

out question, delayed the work of the tax commission for approxi-

mately the period of extension. Following the receiving of the

returns by the county auditor, Section 5372-3 G. C. required that

all returns indicating taxable property in an aggregate assessable

amount in excess of $5,000 should be transmitted to the tax com-
mission for assessment, and all returns thereunder should be re-

tained by the auditor and assessed by him as the commission's

deputy. The commission also designated all returns of over $250
income yield as returns for assessment by the commission.

At this point it is pertinent to state the mediums which were used

to secure adequate listing under the voluntary system described.

(1) By imposing a tax upon the income yield from securities the

state, largely through the efforts of Senator Taft, was able on
March 22nd to secure authority from the Treasury Department
permitting inspection of federal income tax returns. (2) All cor-

porations doing business in Ohio or incorporated under its laws,

'

were required to submit a list of stockholders with their respective

holdings. Certain information was also required regarding out-

6
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standing indebtedness of dealers in intangibles. It is intended to

require additional information at the source in future years, and

the reason for not requiring more information this year was due to

inability to assimilate the same in the short period the commission

had in which to make assessment. Federal figures were required

on balance sheets to reconcile Ohio values. The commission plans,

when the present assessment is completed, to make numerous field

audits and investigations, which should be productive of revenue

and uniformity in administration.

Field parties were sent into most counties in the state, and

through the use of the information at the source already described,

every person known to have taxable property was cited into the

county auditor's office and examined at length by the commission's

deputy. This special work alone has been productive to date of

$228,000. which amount should finally be increased to about $400.-

000, or more than enough to pay the entire state cost of administer-

ing the new law. Over 85,000 citations were issued in the course

of this work, and were productive of 37,300 returns. On the whole,

however, taxpayers came willingly into the auditor's office and

divulged their taxable intangible holdings. It is pertinent to ob-

serve that one of the accentuating motives was the immunity bath

from back taxes given by Section 5398-1 G. C, in the event that

a complete return was made in the year 1932. It was felt by the

legislature, and rightfully so, that the response to a low-rate in-

tangible tax would not be great if the liability for back taxes

existed, and the commission's experience indicates that the immun-

ity provisions had a great deal to do with securing complete re-

turns. Some 4750 applications for immunity have been filed to date

and investigation and granting of the certificates is well under way.

While the law provided penalties of 507c for failure to file, or late

filing, the commission, under its authority, reduced such penalties

to 5 percent where the taxpayer showed any desire to cooperate.

By the first of June the commission had in its possession some

150,000 returns, divided approximately as follows:

Individual, to be assessed by the Individual Department under

the direction of Harry H. Kilgore—40,000.

Single County Corporation Department, to be assessed under the

direction of Ralph McCall—7,000.

Inter-County Department, to be assessed under the direction of

F. B. McCabe—1,700. (The work of the Inter-County Department

was far more complicated than the number of returns indicate.

Under the law tangible personal property is to be allocated to the

taxing subdivision in which it is located, and intangibles follow the

tangibles. The Kroger Grocery Company, for example, had almost

1300 stores in Ohio on tax-listing day located in all the 88 coun-

ties, and in many of the 5000 taxing districts. The allocation which
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the commission was required to make was in itself an enormous
task.)

Special Returns Department (financial institutions, insurance

companies, dealers in intangibles and fiduciary returns) to be as-

sessed under the direction of T. G. Eicher—6,000.

Cleveland Oftice 65,000 returns. (Includes all returns.)

Toledo Office 5,500 returns.

Cincinnati Office 21,271 returns.

The law specifically required that the tax commission make its

assessments and certify the same to the county auditors on or be-

fore the first Monday in July, with the authority to make additional

certifications up to the second Monday in August. The enormity
of the task only became apparent when we had been snowed under
by 150,000 returns. By the time this paper is read the assessment

will have almost been completed and certifications will be in the

hands of the county auditors.

Intangibles caused far less administrative difficulty than tan-

gibles. The allocation of intangibles by business situs into Ohio
has not proven satisfactory in the case of non-resident taxpayers.

The allocation out of Ohio in the case of resident taxpayers has

proven too satisfactory. It appears far easier to allocate out than

in. It is not apparent that consolidated returns have a proper place

in a property tax law when the rates are identical in consolidation

as non-con?olidation cases. The washing out in such returns of

inter-company accounts and subsidiaries securities has lost consider-

able revenue.

The credit section has been bothersome by reason of the faulty

language which permits an intangible to be an investment for a

number of years and an account receivable in the year of maturity.

This will be eliminated by suggesting a revision of the section to

limit accounts receivable to those obligations due and payable from
inception within one year. The same proposition applies to accounts

payable.

The taxation of banks has been productive of some difficulty

with particular regard to float cashier's certified checks and special

deposits. There is some doubt under the law whether these ac-

counts are taxable at all, and a change in the law will probably be

made. The taxation of deposits at the source on the whole has

proven satisfactory although the deduction of deposits of charitable

institutions and the deduction of other exempt deposits has occa-

sioned considerable trouble. The committee estimated that finan-

cial institutions would pay on stocks and deposits $6,900,000. The
revenue from this source will be about $5,600,000.

In the taxation of dealers in intangibles considerable difficulty

was encountered by the commission in the assessment in view of the
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fact that the statute required book value, wliich in many instances

was in excess of fair value. In the revision to be made by the
coming legislature it is expected to place the tax upon the basis of
fair value. The revenue from dealers is much less than the esti-

mate, the yield being $365,000 against an estimate of one million.

The state lost a considerable tax from the insurance companies
by reason of the attorney general's ruling permitting the deduction
of government bonds. The tax was placed on the capital and
surplus rather than upon the shares. The estimate on domestic
insurance companies was $300,000, but the tax will not exceed
$183,000.

Under the uniform rule little or no reason existed for separating

real from personal property. Under the new law, however, by
reason of the 50 and 70 percent assessment of personal property,

it became highly important to taxpayers to get as much property

assessed as personal as possible. The determination of the classifi-

cation of property as real or personal was an extremely difficult

administrative problem. This diiificulty will be eliminated by the

proposed revision of the statute, which will go as far as possible

in classifying property of an equivocal character as personal, and
thus extend to taxpayers the full benefit of classification.

The use of Form 902 on which the taxpayer made his claim for

deduction from book value to true value in the case of tangible

property was more conducive to trouble than any other single

d'fficulty confronting the commission. This provision, from the

taxpayer's standpoint, was necessary, as book values are not en-

tirely indicative of true value, particularly under present conditions

following extreme inflation. The difficulty of handling 902's was
accentuated by reason of idle machinery in many manufacturing

plants and by reason of falling commodity prices. In many in-

stances where the commission was unable to arrive at a definite

valuation, the taxpayer's value was finally accepted after the tax-

payer had signed a waiver agreeing to additional assessment if the

same should be found proper.

As before noted, manufacturers are entitled to a 50 percent

assessment and the differential of 50 and 70 percent encouraged

many taxpayers to have the idea that they were manufacturers.

Newspaper publishers were found to be manufacturers under an

opinion of the attorney general, which reversed the commission's

action, and at the present time the commission is being sued by a

laundry which claims that it is engaged in rectifying. Possibly the

most outstanding example of manufacturing was found in the claim

of Coney Island, an amusement park in Cincinnati, which demanded
a 50 percent assessment on the ground that they manufactured fun.

They didn't get the 50.

It is intended to amend the manufacturing section to obtain more
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certainty, and the proposed draft places a differentiation substan-

tially upon the selling of the manufactured product to a merchant;

that is to say, a person who manufactures and sells solely at retail

would not be a manufacturer.

The greatest proposed change in the revision is an entirely new
method of assessment. It is proposed in lieu of making the final

assessment as now required by law, to issue a preliminary assess-

ment certificate which will serve to bring in the taxes at the same

time as now payable, but the commission will have five years in

which to check the return and make a deficiency assessment or

issue an over-assessment certificate if the taxpayer has paid too

much.

The use of the federal option has been extremely troublesome in

cases where the taxpayer is a beneficiary of the trust. In other

cases the general use of the option has been to save taxes. In

such instances red-figure deductions have been taken and the form

was not so drawn as to explain or indicate the reason for the red

figure. These difficulties will be eliminated in the revision requir-

ing the taxpayer to file a verified summary of the fiduciary's return

as made to the Federal Government, and to continue to use the

federal option after having once made the election.

The work of the commission in auditing has resulted in the fol-

lowing increases over those figures returned by the taxpayer

:

The Single County Corporation Department, exclusive of Hamil-

ton, Cuyaihoga and Lucas counties, increased the tax on corporation

returns by preliminary audit approximately $268,000, the gross tax

being $3,720,000. The increases in question originated almost en-

tirely from the tax on tangible personal property. Hamilton County

ofifice increased tax on tangible and intangible property of corpora-

tions by audit $106,794, gross tax being $1,163,897.

The audit in Individual Department, taking eleven representative

counties, resulted as follows

:

Returns audited 2982

Returns increased 376

Percent increased 13.2%

Total increased tax $4859.30

Average increased per taxpayer . . . $12.04

The average number of returns increased and the average tax in-

creased per taxpayer should be about five percent greater, for the

following reasons

:

1. Very few of the taxpayers who signed waivers for increases

(Form 889) are included in the above figures. (The average

tax would hardly be increased.)

2. A considerable number of the returns not yet audited are re-

turns of taxpayers in business. From general observation it
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would seem that the hirge increases in tax come from the

returns of taxpayers who have Hsts of tangible personal
property.

3. A consideraljle number of the returns not yet audited are being
held for the return of waiver letters or correspondence con-
cerning increases in listed value.

4. On the above basis the following should be true for the eighty-

five counties audited in this office

:

Returns audited 40,000

Percent increased 13.2%
Apr. Xo 5.280

Tax increase by audit $63,360

No figures are available for the Cuyahoga County office. The
Lucas County office has a present increase by audit on all returns

of $36,000, with a gross tax of $1,142,780. The increase, in the

opinion of the agent in charge, should approximate $60,000 on
final audit.

Every opportunity lias been given the taxpayer for informal con-

ference and no assessment has been made without first advising the

taxpayer of the commission's intended action and giving him the

opportunity of being informally heard. In some instances it has
been necessary to increase the listed values without the taxpayer's

consent. However, in such instances the taxpayer has the right to

appeal by statute and we are at the present time engaged in hearing
and disposing of the appeal cases.

Several suits have been brought pertaining to the law. The first

was the case of State ex rcl. Lampson v. Cook, wherein the Court
of Appeals for Ashtabula County held that the classification pro-

visions of the law were constitutional. The revenue distribution

sections have, however, been held unconstitutional in the case of

Gorman v. Fricdlander by the Common Pleas Court of Hamilton
County. Under the distribution sections any county collecting more
than its quota as provided by the distribution sections is required

to surrender the excess to the auditor of state, who is then required

to redistribute such excess to counties which have failed to make
their quota. It so happened that Hamilton County collected in

excess of its share under the law, and the suit was l)rought by the

prosecutor to enjoin withdrawal of the funds from the county by
the auditor of state. Some fifteen counties in the state made their

quota and the remaining 72) failed to reach the estimate, the figures

being based, however, entirely upon the first-half collections result-

ing from voluntary jiayments ])y the taxjiaycr.

In Ohio stocks of domestic corporations were formerly exempt.

They are taxable under the new law, and in the case of Republic

Light Co. V. State Tax Coiiniiissioii the constitutionality of this tax
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is questioned. Probably the most outstanding case is that of Rowe
V. Braden. Ohio has attempted to reach the interest of a resident

beneficiary in a foreign trust by taxing the income yield, and the

Common Pleas Court of Hamilton County has held that the state

may constitutionally tax this interest. The case has been appealed

to the Court of Appeals. The Ohio law also levies a tax on land

trust certificates, and this tax has been constitutionally attacked in

the case of Senior v. Braden, Hamilton County. Ohio, and as yet

the decision has not been forthcoming. It has been necessary in

many instances to reach conclusions which as time goes on the

commission will desire to modify. In the little time available it has

been necessary to pass upon innumerable legal questions.

It has not been the purpose of this paper to develop in detail the

problems that have confronted the commission, but to, in a general

manner, indicate the way in which the commission has approached

the problem of administration. Ohio's success under the uniform
rule had been outstanding, and we feel that Ohio's first year as a

classified tax state will stand at least on a par with the experience

of any other state imposing such a tax during the first year of

administration. At this time it is not entirely possible to estimate

the probable revenue yield of intangible tax. The joint committee

estimated that the tax on intangibles should yield 27 million dollars.

Our first-half collections which did not include any tax from
inter-county corporations, domestic insurance companies or public

utilities, .were $8,725,000 net, $9,100,000 gross. We feel that we
will be able to make a substantial showing this year.

We know that in the course of a few years we will have gotten

the bugs out of the law and perfected our system of assessment.

By that time we can promise real things for Ohio in the way of

additional revenue without increased rates. The tying-up of state

and local administration has been advantageous and does not have

the disadvantages attributable to either state or local administration

standing alone.

The county auditors of the state are entitled to praise for their

hearty cooperation in this first attempt to administer the new law,

and without question the work would have been impossible of per-

formance without the zealous efforts of the many employees of the

intangible tax division, who gave up their evenings. Sundays and

Saturday afternoons, with no extra compensation, that the work
might be accomplished in a workmanlike manner.

Speaking for Mr. Kraus and the intangible tax division, and

with due regard for our many errors and mistakes, we believe we
have done a good job for Ohio and we appreciate this opportunity

of telling our story.

Chairman Bradex : I am sure you are all pleased with Mr.
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Dargusch's paper. If you desire to have copies of it, they will be

available. I might add. as chairman of the tax commission, a word
relative to this paragraph where he said

:

" Speaking for Mr. Kraus and the intangible tax division,

and with due regard for our many errors and mistakes, we
beHeve we have done a good job for the state of Ohio."

I want to state that I am convinced and fully do believe that they

have done a good job. In view of the fact that the legislature

gave Mr. Kraus the administration of this division, and knowing
the overtime they have worked— Mr. Kraus, Mr. Dargusch and all

of them—the big volume has centered in that division, and they have

done a good job, and I want to take this public opportunity to ex-

press myself on that.

I said to you a little while ago that we have four members of the

tax commission in Ohio. Two of them are of one party and two
of another, yet I have to see the time come when we were split on

any question on party lines. We have before the commission. I

think at this particular time five or six questions on which there is

a division of the commission, but in not one of them is it along

party lines. So, you see we are a happy family, regardless of

politics, and I am sure that those questions pending will be ironed

out satisfactorily.

I want to tell you a little story about our own tax commission,

when w'e had three members. Some of you men who command
larger salaries will appreciate it. Two years ago we had Cooper

as governor. The legislature wanted to increase the salaries of

the tax commissioners. We were getting $4,000, and there was

a bill introduced in the House and in the Senate to increase the

salary to five or six thousand dollars. Finally the bill, as agreed

upon by both branches, was reported out and passed, and called for

an increase from four to five thousand dollars per year. Governor

Cooper promptly vetoed it. I was appointed by the other two mem-
bers of the committee, because I was a Cooper appointee, to go to

see the Governor about that bill. We had no information he was

going to veto it. Governor Cooper said frankly, " I cannot ap-

prove it; I have to veto it." He said, "A number of departments

wanted that increase, and I told them not to introduce the bills

;

and I would not be consistent if I approved your increase." I said,

" Can't you go along ten days and not do anything, and let it be-

come a law anyway ?" No, he would not do that ; so I went back

to my colleagues, Senator Edwards and Mr. Bevis, and I reported

it. I won't say just what they said, but here is where the story

comes in. Some years ago I was out teaching school in the winter

and farming in the summer. I had a man by the name of Tom
Hall working for me, who worked on the farm in the summer.
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and in the winter there wasn't much for him to do. He came to

me one fall, when the fall work was done, and asked whether he

could stay with Mrs. Braden and me that winter; he would take a

contract to clear ten acres across the road, to make some money.
I said, " All right, Tom." And this is the story I told my brother

commissioners of the tax commission. He worked until about
February on it ; then he came to me one night and said, " George,

I want you to go over these figures with me. I am not going to

make any money on this job." I said, " Tom, let me see your
figures." I told my colleague I had to confess I did not think

Tom would make much money on his contract. I looked him in

the face. I said, " Tom, I will have to agree with you, but you
understand the honor of entering into a contract as contractor is

worth something." x\nd here is the answer of one of the mem-
bers—I won't say which one :

" To hell with the honor."

The next speaker on the program this afternoon, who will discuss

legal questions and court decisions, is a young lady who passed the

Bar examination, and who has shown a lot of adaptability to the

legal profession, and has been a real help to the tax commission
in the county affairs department and in county bond relief. I take

pleasure in introducing Miss Elizabeth B. Bell, who will discuss
" Legal Questions and Court Decisions."

LEGAL QUESTIONS AND COURT DECISIONS

ELIZABETH B. BELL

Attorney, County Affairs Division,

Tax Commission of Ohio

Legal questions and court decisions in the field of taxation are

always of interest to those concerned with the problems of govern-

ment. The purpose of this paper is to bring before you a few
decisions believed to be of more than usual interest. Undoubtedly,

the questions involved have arisen under your own taxing statutes,

or even the specific cases here selected may be well known to many
of you. However, final determination of certain of these cases has

been of real significance to Ohio, and we look forward with interest

to forthcoming adjudications of others.

Taxation of National Banks

Probably one question uppermost in the minds of the delegates

here assembled in conference is the status of Ohio's National Bank
Case,^ instituted by three Columbus national banks in an action to

enjoin the collection of taxes assessed on the shares of stock in the

hands of stockholders, alleging such taxes to be illegal and void,

1 Karl H. Iloenig v. The Huntington National Bank of Columbus et al.

Decided U. S. Cir. Ct. of Appeals (6th District), June 29th, 1932.
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beins,^ in conflict with llie fcdt'ral statute granting- the permission

and privilege to states to assess and collect taxes from national

banks (Title XII, 548-lb, U. S. C. A.; also R. S. 5219).

You are familiar with the first stages of this case; nevertheless,

I am enumerating some of the grounds set out in the bill of com-

plaint as well as the lower court holding, in order to present more

completely the status of the case at this time.

(1) Discrimination against moneyed capital invested in such bank

stock shares, by reason of the alleged fact that competing moneyed

capital in the hands of individuals invested in building and loan

associations, mortgage companies and finance companies, as well as

competing moneyed capital employed by individuals was taxed at a

more favorable rate than was the capital invested in said shares of

national bank stock.

(2) It was complained particularly that building and loan asso-

ciations were favored, in that such companies were not liable for

the tax on their stock, when a loan had been made upon it by the

building association ; and when no such loan had been made thereon,

the stock of such organizations was returnable by owners thereof

as credits, which permitted the deduction of debts therefrom.

(3) The fact that certain corporations, such as finance and mort-

gage companies, are permitted, and have the practice of selecting

their corporate domiciles in an outlying political subdivision having

a much lower tax rate. These technical domiciles need not have,

and frequently do not have necessary relation to the place where

the company actually conducts its business.

In the instant case, it was specifically alleged that such companies

carry on their business in the city of Columbus, yet they did not

bear their share of Columbus' burden of taxation.

The United States District Court (Southern District of Ohio.

Eastern Division) held the Ohio statutes,- taxing national banks,

discriminatory and unconstitutional—and therefore held the statutes

invalid by reason of such discrimination.

The case then came to the United States Circuit Court of Appeals

(Sixth Circuit) for review. The decree was reversed in a 2-1

decision, the holding being that Ohio's system of taxation in force

in 1926-1927 was fair to national banks and did not discriminate

in favor of other moneyed capital coming into direct competition

with the business of such banks.

It may be well to note the language used in the opinion of the

dissenting judge," "... the court below properly found com-

- Commercial National Bank of Columbus et ah v. The Treasurer of

Franklin County, Ohio. Decided, Dist. Ct. of U. S. (Southern Dist. of

Ohio), Nov. 7, 1930—Judge Benson W. Ilough.

3 Circuit Court (U. S.)—Judge Tuttle.
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petition, direct and substantial, between the plaintiff national banks
and other moneyed capital in the hands of various corporations

known as building and loan associations, mortgage companies and
finance companies, respectively."

" It is equally clear that the Ohio system of taxation here

involved, as applied to the plaintiff national banks and to

moneyed capital of the building and loan association, mort-
gage companies and finance companies competing with such

banks, results in discrimination in violation of the provisions

of Section 5219 ".

As to the selection of '" charter domiciles " by mortgage com-
panies and finance companies, this judge says, "... this results in

the imposition of taxes upon the capital of such national bank at a

greater rate than that at which taxes are assessed against the com-
peting moneyed capital of such mortgage and finance companies
and it constitutes, in my opinion, discrimination in violation of

Section 5219 '".

Attorneys for the national banks have advised that an application

will be filed with the United States Supreme Court for leave to file

a petition for writ of certiorari. The time limit for filing this

application is September 28th.

Observe that under Ohio's new personal property tax law " all

shares in and capital employed by financial institutions " * are taxed

at two mills on the dollar ; the act defines " financial institutions " ^

to include all persons or institutions who combine the business of

receiving deposits, and dealing in intangibles.

It seems clear therefore, that under this new act, questions of dis-

crimination will no longer be in issue, or at least, so long as the

provisions of the present act are in force.

* Section 5638 G. C.
—

" For the purpose of the general revenues of the

municipal corporations, school districts and special taxing districts in this

state, and to lessen the burden of general taxation on real property, taxes

are hereby levied on the kinds and classes of intangible property, hereinafter

enumerated, on the grand classified tax list and duplicate of the state of

Ohio at the following rates, to-wit : . . . shares in and capital emploj-ed by
financial institutions, two mills on the dollar ; . .

."

5 Section 5407 G. C.—-" The term ' financial institution ' as used in this

chapter includes every person who keeps an office or other place of business,

in this state, and engages in the business of receiving deposits, and of lend-

ing money, buying or selling bullion, bills of exchange, notes, bonds, stocks,

or other evidences of indebtedness, with a view to profit. Provided that

corporations or institutions organized under the provision of the act of

congress, known as the federal farm loan act, approved July 17, 1916, and
amendments thereto, and insurance companies, shall not be considered finan-

cial institutions or dealers in intangibles within the meaning of this chapter."
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Occupational Taxes

In view of the ever expanding services of government and the

consequent increased need for revenue, taxing authorities are earn-

estly seeking out dormant tax-paying ability to supplement their

income, in order that real estate may be relieved of its excessive

burden of taxation. It is a major premi.se that real estate can no
longer, either by increasing the valuation of the property itself, or

by raising the tax rate be expected to meet this growing need.

The city of Cincinnati, acting under this increasing pressure,

sought to extend its occupational tax to include filling stations, by

levying an excise or occupational tax of $100 annually against
" every firm, person or corporation " operating such stations.

Certain oil companies ^ brought an action to enjoin the collection

of the tax, contending that the state had pre-empted this field of

taxation, thereby precluding the city from entering the same field,

in that

(1) The gasoline tax levied by the state is an excise tax on

persons operating gasoline stations

;

(2) The annual franchise corporation tax, which each of these

companies pays to the state is an excise tax.

The validity of the ordinance was upheld in the Court of Common
Pleas, Hamilton County, but was reversed by the Court of Appeals,

the latter court holding

:

(1) The gasoline tax imposed by the General Assembly is not

an occupational tax or sales tax on the dealer for the business of

selling;

(2) The annual franchise tax on domestic corporations is an

excise or occupational tax, and therefore the annual occupational

tax levied by the city of Cincinnati on filling stations is invalid

and unenforceable, in that the state had already pre-empted such

field.

The theory upon which this second point was based is that the

annual franchise tax upon corporations was not merely upon the

right " to be " or exist, but was also upon the right " to do " or

upon the business of the company.

This Appellate Court found its decision to be at variance with a

decision rendered in another appellate district,^ and certified the

case to the Supreme Court of Ohio for review.

Ohio's Supreme Court modified the judgment, holding the ordin-

<5 Cincinnati Oil Works Company v. City of Cincinnati et al. Refiners

Oil Corporation v. Same. Queen City Petroleum Products Company v. City

of Cincinnati et al., 123 Ohio State 448; I75 N. E. 699; 177 N. E. 768.

" Doehler Die Casting Company v. City of Toledo, Ct. of App. Lucas

County—3 Ohio Law .Abstracts 247; decided Dec. i?, 1024.
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ance inoperative against the oil companies on a ditl'erent ground,

however, than that found by the Court of Appeals, namely ;
" for

the reason that the state of Ohio had theretofore levied upon the

selling of such gasoline and motor vehicle fuels, an excise or occu-

pational tax as provided in the Statutes of Ohio, which comp'etely

occupied and covered the field of taxation in which said city of

Cincinnati attempted to impose such additional excise or occupa-

tional tax ".

Reservation was made in the entry of the court, to the effect

that the court had not considered the question of whether or not

by the imposition of the annual franchise tax, the state had pre-

empted the field of taxation as to corporations, so as to preclude

municipalities from levying an excise or occupational tax on the

business of selling motor vehicle fuel.

A second case (Hankc Bros, cf al ^ v. City of Cincinnati) again

brought to the attention of the court, Cincinnati's Occupational Tax
Ordinance. The validity of the excise or occupational tax levied

by the city upon domestic and foreign corporations doing business

in Cincinnati, was involved. These corporations had paid the excise

tax levied by the state for the privilege of exercising their fran-

chises and doing business in Ohio. Specifically, it was held that

the ordinance was illegal and void, because "... the state of

Ohio, pursuant to Sections 5495 to 5525b, General Code, has in-

vaded said field of taxation by the levy of an excise tax on domestic

corporations for the privilege of exercising their franchises in

Ohio . . ., and because the state of Ohio has also invaded said

field of taxation by levying the excise tax on foreign corporations

for the privilege of doing in Ohio the business specified in their

respective articles of incorporation ".

This case also being in conflict with an appellate decision ^ it,

too, was certified to the Supreme Court of Ohio for review and

final determination. Since the judges were equally divided (one

not participating) this constituted an aftirmance of the judgment

of the Court of Appeals.

Holding invalid this ordinance as to corporations would seem to

result in a material hardship to firms and persons desiring to

engage, or engaged in business comprehended by the ordinance.

In view of the decision of the Hankc Company case {supra), the

Municipal Court of Cincinnati, during the month of August 1932,

declared invalid in its entirety Cincinnati's occupational tax ordin-

ance, since the Supreme Court had pronounced the ordinance as

s City of Cincinnati et al. v. Hanke Bros, ct al., 125 Ohio State ;

136 O. L. R. 422.

9 Doehler Die Casting Company v. City of Toledo, Ct. of App. Lucas

County—3 Ohio Law Abstracts 247; decided Dec. 15, 1924.
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to corporations of no effect, and since tlie tax was declared value-
less if not levied on corporations.^"

The court pointed out the fact that should a municipality levy
a tax on natural persons for engaging in an occupation and not on
an artificial person, it follows that the natural person is denied the
equal protection of the laws.

Therefore, viewing the ordinance from its inception, together
with its amendments—the intention of the council was a revenue
raising measure of taxing virtually all gainful occupations. In
nullifying the ordinance as to corporations, such part was so closely

bound to the entirety as to invalidate in effect the ordinance in toto.

In these cases, we see the local unit of government limited in

its attempt to raise additional revenue by widening the tax base.

The field of raising revenue for local purposes being more sharply

restricted to the general property tax.

It seems that the direct result of such decisions will be that the

state will be compelled to do one of two things

:

To either share more generously with the local units of govern-
ment the revenues derived from indirect sources of taxation;

Or to assume in larger measure the administration and cost of

the functions of local government.

Inheritance Taxation

Taxation by both the Federal Government and by the state does

exist to some extent in our system of government and probably can-

not well be avoided. This is true with respect to the levying of

estate and succession taxes, although by way of avoiding such dual

taxation, the federal credit provision has permitted the states which
impose death taxes to absorb eighty percent of the federal taxes.

However, it does not follow that two or more states should be

permitted to doubly tax, in the constitutional sense of the Four-

teenth Amendment, the same property.

Under a series of Supreme Court decisions, double inheritance

taxation of intangibles is prohibited.

The question of situs for the taxation of real estate and tangible

personal property is now well settled, that is, where situated, or

actually located.

Situs for intangible personal property has presented a complex

problem. It has been said concerning intangibles that there is " no

sufficient reason for saying that they are not entitled to enjoy an

immunity against taxation at more than one place similar to that

accorded to tangibles." ^^

I'' City of Cincinnati '. Morton C. Solomon, I'yron P. Foulk, George A.

Hamma; Municipal Ct. of Cincinnati. Decided August Q, 1932—Judge Otis

R. Hess.

1^ Mr. Justice McReynolds in the opinion of Farmers Loan & Trust Com-
pany V. the State of Minnesota, 280 U. S. 204.
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Formerly, the United States Supreme Court recognized two
theories for taxing such property

:

(1) Domiciliary tax under the mobilia doctrine.

(2) Situs by reason of jurisdiction over the property.

Until recently, it was permissible to tax intangibles in both the

state having jurisdiction over the person, as well as in that state

having jurisdiction over the property.

This theory of situs by reason of jurisdiction over the property

of Blackstone v. Miller,'^- was overruled, as you know in the case

of Farmers Loan & Trust Company v. Minnesota?^ It is not

necessary for me to even review the facts involved, other than to

say the decedent lived in New York state, and at the time of his

death owned and kept in Xew York bonds issued by the state of

Minnesota, and certificates of indebtedness of cities within the

state, which the IMinnesota courts held subject to an inheritance

tax. The Supreme Court of the United States held the bonds and
certificates of indebtedness not subject to tax.^* The court, how-
ever, did not take domicile alone as the basis for the decision, but

also considered situs.

Then came, as you remember, the decision in the companion case,

that is, Baldwin, et al. v. Missourl:^^ This case goes a step farther,

in that the court denied the right of the state of Missouri to impose

a tax upon property, such property being deposits in banks located

within the taxing state, coupon bonds of the United States, and

promissory notes, all of which were kept in Missouri. The court

asserted this property to be subject to tax only at the domicile of

the decedent, since it had not obtained a business situs in Missouri.

Here the court attempted to make the situs of the intangibles (if

they have a situs independent of the owner's domicile) coincide

with the domicile of the owner. Again the court might have made
clear for the future, the law as to intangibles owned by non-resi-

dent decedents, had they placed the decision on the question of

domicile, without considering situs.

Anticipating the ruling of the Supreme Court of the United

States in the Baldwin case, supra, the Court of Appeals of Cuya-

hoga County, Ohio,^^ held, that money owned by a non-resident on

deposit in an Ohio bank was not subject to Ohio's inheritance

tax law.

12 Blackstone v. Miller, i88 U. S. 189.

13 Farmers Loan Company case (supra).

14 Hon. Seth T. Cole, in an unofficial statement on January 18, 1930, in

address before New York State Bar Association annual meeting.

15 Baldwin et al. v. State of Missouri, 281 U. S. 586.

16 Guaranty Trust Company of New York, E.xr. ct al. i\ State of Ohio

et al., Ct. of App. Cuyahoga County, 36 Ohio App. 45.
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As to promissory notes secured In- Ohio real estate and kept in

Ohio merely for convenience and collection of the installments as

they became due, the court ^" held them not subject to the success-

sion tax, when the decedent was a non-resident.

Going back to the Farmers Loan & Trust Company case for a

moment, you will undoubtedly recall that in that case four theories

of situs for intangibles were pointed out; namely:

(1) Domicile of the owner,

(2) Domicile of the debtor,

(3) Place where the instruments are physically present.

(4) Within the jurisdiction where they have become an

integral part of a localized business.

And it was said that if any one of these possibilities were to be

adopted by a state, taxation of the same property might occur in

as many places at the same time. " Such a startling possibility ",

says the court, " suggests a wrong premise ".

To relieve this possibility, the movement began which was known
as the ' reciprocal exemption plan '. Justice Cardoza. while Chief

Justice of the Court of Appeals of New York. said. '" The movement

spread apace, accelerated by a growing sense of the evils of multiple

taxation." ^®

In examining Ohio's reciprocal exemption statute we find pro-

vision for an inheritance tax on both tangible and intangible prop-

erty in estates of resident and non-resident decedents. Further pro-

vision is made, however, whereby no inheritance tax will be

imposed on transfers of intangibles belonging to non-resident

decedents of states granting like exemptions. It may also be inter-

esting to note that Ohio is among those states whose reciprocal

exemption statutes extend to foreign countries.

But the climax in this chain of decisions was reached in the case

of First National Bank of Boston v. Maine decided January 4,

1932. All controversy of the much debated question,—of whether

or not a state may impose an inheritance tax upon stock of a

domestic corporation ow^ned by the estate of a non-resident dece-

dent, was put aside. The answer was in the negative, and the case

specifically held that corporate stock is subject to inheritance tax

only in the state of the decedent's domicile. This decision turned

solely on the ground that domicile alone furnishes the basis of

jurisdiction for the imposition of inheritance tax.

With these cases so decided, the struggle for reciprocity in in-

heritance taxation is won so far as intangibles are concerned by

court decision rather than by legislation among the states. No
state may now place a valid inheritance tax levy on intangibles of

a non-resident.

1' Tax Commission of Ohio v. Corwin et al., 32 Ohio App. 503.

IS In City Bank Farmers Trust Co. v. Xew York Central R. R. Company.
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There is yet to be determined by the courts the possibility of

intangibles gaining a commercial or business situs.

As to the necessity for legislation for enforcement of domiciliary

inheritance tax laws, such consideration was had at the 1931 Con-
ference of this Association in Atlanta, Georgia. In effect, the

recommendation was that states should pass reciprocal laws whereby
the collection of death taxes of the state of the decedent's domicile

would be insured. ^^

In view of the decision of the Maine case, the question of re-

funds came up, and the Tax Commission of Ohio released the

following ruling:

" The state of Ohio in the future will not tax the succession

to shares of Ohio stocks owned by estates of non-resident dece-

dents, but we do not recognize the decision in First National

Bank of Boston v. Maine as in any way disturbing the adju-

dications before made, and the tax paid with respect thereto.

There will consequently be no refund of tax so paid."

Excise Tax
One of the most important and far-reaching decisions involving

the Inter-State Commerce Clause of the Federal Constitution was
handed down in the case of East Ohio Gas Company v. Tax Com-
mission of Ohio.-^

Certain Ohio corporations doing a public utility business in Ohio,

in filing their excise tax reports deducted the receipts from the sale

of current and gas transported from without the state, claiming

said receipts were in interstate commerce and not subject to Ohio's

excise tax law.

The East Ohio Gas Company was engaged in selling natural gas

to consumers under local franchises from municipalities. Some of

its product (about twenty-five percent) w-as produced in Ohio;

but approximately seventy-two percent was purchased from a West
Virginia corporation. West \^irginia gas was collected, treated,

compressed for transmission, delivered to the company at the state

line, and by it transported, relieved of pressure and conducted

through mains and service pipes to consumers' appliances. This

same process was true of the gas purchased in Pennsylvania (three

percent). Some communities were thereby furnished gas from

outside Ohio,—some only Ohio gas,—others, a mixture.

The tax commission, acting under the Ohio tax laws, assessed

against the company,-^ additional excise taxes for the years 1927-

19 Resolution presented by Henry F. Long at the sessions of the 24th

National Tax Conference (Reported: Proceedings of National Tax Associa-

tion, 24th Conference, 1931 ; page 393), Atlanta, Ga.

20 East Ohio Gas Company v. Tax Commission of Ohio, 283 U. S. 465.

21 " Company " refers to the East Ohio Gas Co.

7
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1929 inclusive, and the comi)any Ijroui^ht suit to restrain such col-

lection, on the ground that the state law is repugnant to the Com-
merce Clause of the Federal Constitution.

The questions presented before the District Court of the United

States, were, first,—whether the retail distribution and sale of

natural gas to certain Ohio municipalities was to be regarded as

intrastate business subject to the state excise tax, or to be classified

as interstate business by reason of the fact that the gas was brought

from without the state ? And, secondly,—do the Ohio statutes

operate directly to regulate or burden interstate commerce ?

Every natural gas company is required to report -^ to the tax

commission which commission determines annually the entire gross

receipts of such company excluding all receipts " derived wholly

from interstate business ".-^ It is the duty of the auditor of state

to charge each company "... a sum in the nature of an excise

tax, for the privilege of carrying on its intra-state business, to be

computed on the amount so fixed ... as the gross receipts of

such company on its intra-state business -*
. .

."

The district court applied the analogy of the original package

doctrine;—that bulk was here considered broken when the gas

passed from the great transportation lines into the network of

smaller distributing lines. The company's business was purely a

local or intrastate business, properly taxable, in that the transpor-

tation of gas from without the state was only a preparation for its

business locally. The bill was accordingly dismissed for want of

equity. This decree was affirmed by the United States Supreme

Court which court held:

The transportation of gas from outside the state by lines of a

producing company to the state line and then by means of the

company's high pressure transmission lines to their connecting local

systems is essentially national in character, and " the mere fact that

the title or the custody of the gas passes while it is en route from

state to state is not determinative of the question where interstate

commerce ends ", but it does cease to be interstate at the point

where it is passed from a pressure-reducing station into local dis-

tributing systems; "the treatment and division of the large com-

pressed volume of gas is like the breaking of an original package,

after shipment in interstate commerce, in order that its contents

may be treated, prepared for sale and sold at retail ". The court

further says: " It follows that the furnishing of gas to consumers

in Ohio municipalities by means of distribution plants to supply the

gas suitably for the service for which it is intended is not intcr-

-- Public utility shall file statement—Section 54/0, (;. C.

23 Valuation determined—Sec. 5475. ^- ^•

-•* Excise tax on certain public utilities, Sec. 5483, G. C.
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state commerce, but a business of purely local concern exclusively

within the jurisdiction of the state ".

Questions Arising Under the New Personal Property
Tax Law

I constitutionality of the act

The constitutionality of the new personal property act was con-

tested in State ex rel. E. C. Lampson v. IV. H. Cook, Auditor,

et al.,-^ and its constitutionality upheld.

The plaintiff claimed the Act unconstitutional for the following

reasons

:

(T) The constitutional amendment of Article XII, Section 2,

and repealing Section 3, of said Article was not properly submitted

to the electors of the state at the 1929 November general election,

claiming that this amendment proposed three separate amendments,
namely,

1. Repeal of section 2 of Article XII,

2. Substitution of the new section 2 of Article XII,

3. Repeal of section 3 of Article XII,

all of which was a violation of section 1 of Article XVI of Ohio's

constitution. This section reads :

" When more than one amendment shall be submitted at the

same .time, they shall be so submitted to enable the electors to

vote on each separately."

In answering this contention, the court said,
—

" We think that it

is firmly established by judicial determination that where the

amendment, although referring to more than one section, amending
one and repealing another, if both refer to the same subject matter,

it is proper to include both in one amendment. We think the

amendment was legally submitted to the voters."

(2) Assuming the Amendment to be constitutionally adopted,

nevertheless the entire new taxing code, enacted in keeping with

the permissive provisions of the Amendment, is unconstitutional,

since the new law is a departure from the "uniform rule" (which

the relator alleges to be " still the constitutional requirement of this

state") in enacting a classified tax system.

To this allegation, the court said :
—

" . . . the courts cannot de-

clare an act of the legislature unconstitutional because of the differ-

ence in classification, unless such classification is arbitrary and un-

reasonable, or unless it results in inequality so great as to amount

to discrimination. We cannot say, under these principles, that this

25 E. C. Lampson v. W. H. Cook, Auditor et al., Ct. of Common Pleas,

Ashtabula County.
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Act i? unconstitutional, since it is the first enactment of the legis-

lature under the new scheme of taxation by classification ".

We will close this paper with a case involving the distribution

of revenue, under the new personal property act.

Three sections of Ohio's new personal property law (providing

for the distribution of taxes collected among the counties of the

state) were held unconstitutional by the Court of Common Pleas of

Hamilton -"^ county.

Counties collecting more than their quota, such quota being

based upon taxes levied in 1930 on certain classes of personal

property exempted under the new act, turn over their surplus to the

state treasurer for distribution among those counties not meeting
their quotas.

^lay I, at this point, outline briefly the provisions of these sec-

tions -' providing for distribution or allocation of the proceeds of

taxes collected on intangible personalty for the years 1932 and
1933 only. Intangible taxes are collected by the county treasurer

of each county, and go into the " undivided classified tax fund ".

A deduction of one percentum is placed in a fund for use in putting

into effect and administering the new law by the tax commission.

Then there is distributed to municipal corporations, school districts,

and to certain special taxing districts (such as park, sanitary, etc.)

in amounts representing the " losses " which these various taxing

districts lost by reason of the removal from the duplicate of certain

classes of personal property. As stated above, the 1930 duplicate

and rate is the basis used to figure these " losses ". Two types of
" losses " are to be considered :

(1) By the repeal of the old "uniform rule" system there

is a small reduction of revenue from property taxes to

municipal corporations, school districts and certain other

taxing districts. The loss is estimated at 10%.

(2) By the adoption of the constitutional amendment pro-

viding for a fifteen mill rate limitation, certain districts,

as public library trustees, and township park districts

suffer a reduction of the entire levies as appeared on the

1930 duplicate. This is due to the fact that these dis-

tricts, prior to the adoption of amendment placed levies

outside the statutory fifteen mill rate limitation. True,

these districts may attempt to get a certain percentage

within the fifteen mill limit, even now.

-^ Robert X. Gorman, Pros. .Atty. v. Edgar Friedlander, Treasurer of

Hamilton County, ct al. Court of Common Pleas, Hamilton County, August

22, 1932.

27 Sections 6, 7 and S of Amended Senate Bill Xo. 3,2:^, Judge Chester

R. Shook.
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The procedure of allocating the amount representing the '" loss
"

to each municipal corporation, school district, and other designated

special districts is affected as follows

:

It is the duty of the auditor of state to determine the distribut-

able share of, and a ratio for each county. After the collection of

the first half of these taxes the auditor of state ascertains the

ag&regate collections of the state at large, and the collections of

each county.

In those counties wherein collection has been more than their

respective proportion, the auditor of state draws his warrant on the

county treasurer of such county. Warrants are also drawn on the

treasurer of state in favor of county treasurers of those counties

wherein the tax collection is less than its proportionate share of

the entire amount collected.

Revenues on returns in Hamilton County exceeded their quota

by $763,726.46, and the injunction restrained the county treasurer

from honoring a warrant drawn by the auditor of state for that

amount.

The court held these sections were invalid and unconstitutional

on the grounds that citizens are deprived of property rights guar-

anteed them by Ohio's constitution in that

:

(1)—The authorization to withdraw money from county

treasuries is contrary to the constitution

;

(2)—By the constitution, county commissioners having the

power of local taxation, the state is without authority

to force county commissioners to abandon such auth-

ority
;

(3)—No provision is made for paying interest on bonded
indebtedness of the different political subdivisions and
for a sinking fund against their maturity;

(4)—The law does not have uniform operation throughout

the state.

It was also found by the court that the tax levied on intangibles

was purely a local levy and since collected in one community for

local purposes, it could not be distributed to another community
for purely local purposes. The injunction was made permanent.

However, the principles of the law itself were in no way aff'ected,

the decision going only to the distribution of revenue. The ques-

tion is now before the Court of Appeal and will probably be heard

this week.

Should the higher courts affirm the decision, many taxing dis-

tricts will be sharply curtailed as to revenues inasmuch as the bill

further provides that the budget commission of each county, in

approving the budgets for the years 1932-1933 of the local taxmg
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authorities, shall assume that they will receive their quotas as cal-

culated by the auditor of state.

Chairman Bradex : .\ person is always at a disadvantage when
he wishes to introduce his superior officer. The next gentleman on

the program has been Director of Finance of the state of Ohio, a

member of the Governor's cabinet, and belongs to the tax commis-

sion in this way: we are one of his departments. In an adminis-

trative way, he is our boss.

The Director of Finance of the state of Ohio is doing a real job,

and I am proud to present to you Howard L. Bevis, state director

of finance.

Howard L. Bevis (Ohioj : Mr. Chairman, Ladies and Gentle-

men: It is slightly amusing when your Chairman, in his lighter

moments, refers to me as his boss. As a matter of fact, my func-

tions as boss over the tax commission are of such a technical

and purely honorary character, that they impose upon me no oner-

ous duties whatever. The bossing in fact, upon this occasion, was
quite the other way. It is seldom in these troublous times that

I have opportunity or time to commit my worthy cogitations to

paper, but I was informed by Mr. Edwards, a member of the tax

commission, that on this occasion I should have to do that. I,

therefore, being the bossee instead of the boss, complied with his

instruction. The subject that has been assigned me this afternoon

is that of " Balancing the State Budget," from which I took it that

I was to speak about the budget of the state of Ohio.

BALAXXING THE STATE BUDGET
HOWARD I.. BEVIS

Ohio State Director of Finance

The king in his counting house counting out his money has long

been a glamorous figure in the imagination of childhood. An im-

portant task, this counting, for it required a special house in which

to do it; yet wathal, just one of the day's chores, to be gotten

through while the maid hung out the wash, and the queen dallied

with impending corpulency by consuming bread and honey in the

early hours of the forenoon. Pounds, guilders, kronen or francs,

a few thousands, perhaps, a few hundreds of thousands in any case,

would have to last his Majesty a whole year. But a kingdom, then,

was just a family enterprise. Republics, now, are organized on

wider scales. Imagine Croesus, angrily scolding a billion dollar

congress, or Midas, frantically touching into gold the amount of a

two billion dollar deficit.

The querulous taxpayer is perennial. In the estimation of those

who pay them, taxes are always too high. Healthy complaint about
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taxes has never been lacking among us. But for the first time in

our national history we have, within recent years, soberly sensed

the cost of government as a major economic issue. Calculations

upon the subject vary within considerable range, but statisticians

with little dissent, tell us that national, state and local government

takes from one-fourth to one-seventh of our national income.

President Hoover recently stated that the earnings of sixty-one

days out of every year are thus absorbed.

The import of this progressive socialization of income to our

traditional institutions in America is fast attracting public atten-

tion. In the magazines it competes for space with adventure and

sex. Audiences, which a few years ago would have rudely yawned,

now listen politely to disquisitions on governmental finance. The
public is becoming tax-minded.

Compared to the Federal Government on the one hand, and to the

local subdivisions upon the other, Ohio is a very modest spender.

Yet in 1931, it spent $81,984,000; and in the preceding year, just

short of ten millions more. For several bienniums past, the legis-

lature has been specifically appropriating for the use of the state

government in Ohio, an average of a hundred twenty million

dollars. As the figures, just quoted, indicated, however, these

specific appropriations do not express the full measure of our ex-

penditures. Certain items of income, such as the proceeds of the

gasoline tax in excess of specific appropriations, donations from the

Federal Government, and student fees received by the universities

are appropriated in blank, and are, therefore, not counted in the

total of one hundred and twenty millions, just mentioned.

To the uninitiated, the rate of increase in our state expenditures

within the past few years has been startling. In 1830 the annual

cost of the state government was $310,000, thirty-three cents for

each of its inhabitants. In 1920 the total was $29,479,000 or $5.12

per capita. By 1930 the total had grown to $91,757,000, $13.81

for every inhabitant of the state. Within the last decade, the

annual cost increased more than 250%.

What, one instinctively asks, is the explanation of this sudden

expansion in state spendings. A cursory analysis of the general

appropriation bills for the period will disclose that nearly four-

fifths of the appropriations now made by the legislature are for

three major purposes, purposes which, in their present magnitude,

at least, are relatively new. Out of one hundred twenty-one mil-

lions specifically appropriated by the last general assembly, more

than ninety-six were allotted to highways, to education and to

welfare. Twenty years ago these projects cost the state relatively

little and a hundred years ago they were almost entirely a matter

of private enterprise.

The Preamble to the Federal Constitution, in setting forth the
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objectives of government, after reciting the common defense and
the establishment of justice, added, almost as an afterthought,

"provision for the general welfare." Financially, these " welfare
"

activities of government have dwarfed into insignificance its

ancient and traditional functions. When the state of Ohio was
organized, its functions were carried on by the governor, the legis-

lature, the secretary of state, the treasurer, the auditor, the attorney

general and few others. Toda.y, even with their amplified activi-

ties, all of these offices can be supported for two years upon a total

of five or six million dollars. The rest of our money goes for

"general welfare."

Even in these days of big figures, 'a hundred twenty million

dollars is a good deal of money. Where does Ohio get these funds

to support its manifold and expanding activities?

It is, I suppose, well known to my hearers, that our state govern-

ment derives no income from direct taxation. None of the money
which we hand in at the county treasurer's window when we pay

our semi-annual tax bills comes to the coffers of the state. To this

flat statement a trifling exception must be noted. There was a

small levy on the grand duplicate of the state to retire the little bond

issue for the soldiers' bonus and another for the construction of

the new state office building. Both of these are being paid out this

year, however, and it is now entirely accurate to say that the state

derives no income from taxation on real or personal property.

The new intangibles tax, designed as a substitute for the old tax

on personal property, yields nothing to the state itself, except the

small amount allocated to the State Tax Commission to pay for the

administration of the Act. The state's income is nearly all derived

from various forms of indirect taxation, chiefly business. Inherit-

ance taxes normally yield us biennially between five and six million

dollars. Taxes on corporations bring in something like nine mil-

lions. Foreign insurance companies contribute nearly twelve mil-

lions and public utilities are taxed for approximately fourteen.

The state's share of the gasoline tax and motor vehicle license fees

normally amounts to about sixty million dollars every two years.

The remainder of the grand total of state's revenue is derived from

a very long list of comparatively minor contributors.

The fiscal machinery of Ohio is a product rather of growth than

of design. The state constitution, of course, assigns to the legis-

lature the exclusive function of raising revenue by taxation, and,

likewise, provides that no money can be expended except in pur-

suance of appropriations made by legislative action. Some ten or

eleven years ago, however, the Administrative Code, then known

as the Ripper Bill, superimposed upon the existing financial struc-

ture the Department of Finance, as an integral unit of the executive

establishment. The director of finance became the governor's fiscal
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arm and through the Department of Finance the governor was
given an amplified control over the expenditures of the departments
and institutions of the state. As an aid to the legislature's appro-
priation function, the Department of Finance now prepares and
presents to each new general assembly the budget for the ensuing
biennium. This budget is a detailed and classified tabulation of

the prospective needs of every department, division, and institution

of the government. It usually serves as the basis for the appro-

priation bills, although the legislature is in no wise bound to follow

it, and may, in its discretion, disregard it entirely.

A perpetual argument rages among theorists as to the relative

advantages of what are called " lump sum " as opposed to what are

called " detailed " appropriations. The " lump-sumists " maintain

that the legislature should content itself with appropriating gross

sums for major categories of activity, leaving to the Executive

Department the duty of parcelling out these sums as they are re-

quired in the detailed performance of the work. This plan has the

advantage of flexibility and its proponents proclaim it an instrument

of economy. Those who favor detailed appropriation, however,

assert the prerogative of the legislature to determine with more
finality the precise objects of state expenditures and are skeptical

of economizing through the " lump sum " method. In the hands

of a sufficiently determined finance director, backed by a sufficiently

resolute governor, the lump sum appropriations would probably

result in a more efficient, and perhaps, a more economical adminis-

tration. The enormous pressure that is continually brought to bear

upon the finance director, however, by every political, economic and

social interest in the state requires for the accomplishment of these

benefits a stern and resolute character. Not only must he be able

to withstand the importunities of those who want their pet activi-

ties enlarged and increased, but he must combine within himself

the knowledge and experience necessary to the formation of sound

judgments in every field of the state's multifarious activities. A
practical, although a brief, experience with the " lump sum

"

system was so discouraging that the legislature, at its last session,

again resorted to detailed appropriations in an almost aggravated

form.

Recognizing, however, that there are many matters of detail

difficult for an unwieldy body like the general assembly to deal

with, and that exigencies often arise during the intervals between

regular sessions, our legislature customarily appropriates certain

sums of money to the Emergency Board and the Board of Control,

and grants to them authority to allot from time to time such por-

tions thereof to such of the state's agencies as. in their judgment,

seems wise. The Board of Control is given the further power of

making transfers of appropriations from one classification to
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another within departments ot the state government. All pur-
chases of real estate and all expenditures for capital improvements
must likewise, under the present legislation, be passed upon by one
or the other of these boards. I say " one or the other " because
the line of demarcation between their functions is difficult, if not im-

possible, to draw. Some releases of money require the sanction of

both boards, although both have the same membership and the

sessions of both are carried on contemporaneously. There seems
to be no good reason why their functions should not be consoli-

dated and one or the other of the names abandoned.

As the fiscal arm of the governor, the director of finance is

required to pass upon the expenditures of all of the offices, depart-

ments, and institutions of the state government, except those of the

legislature and of the judiciary. These coordinate departments are

not obliged to submit their expenditures to the scrutiny of the exe-

cutive, but, in practice, for convenience, they do pass their accounts

through the office of the director of finance. The control of the

finance director, however, takes the form of a certificate that funds

are available for the expenditures proposed to be made, and therein

lies a weakness. It may have been the intent of the legislature

that the issuance of this certificate should be discretionary with the

director of finance. If so, that intent has been considerably modi-

fied by the decision of the Supreme Court in the Baker Case. At
the behest of Governor Donahey, Mr. Wilbur Baker, then the

director of finance, refused to certificate an expenditure proposed

by the department of highways, although the legislature had made
an appropriation for the purpose and funds to meet the appropria-

tion were in the treasury. The court, upon this showing, held that

the discretion of the director of finance was not absolute, but that,

under the circumstances shown, he was bound to sign the necessary

permission. In common practice, however, the power of the finance

director to limit expenditures is very great. Only an order of

court or the direction of the governor can coerce him into signing

a certificate and neither method of coercion is often likely to be

resorted to.

The hands of the finance director were furthermore, greatly,

although perhaps inadvertently, strengthened by an Act of the

legislature passed during the Donahey regime. In the course of

historic running the disagreement with the several legislatures with

which he had to deal, an Act was passed providing that whenever

the governor should ascertain that the revenues to be expected from

the sources established by law would, in all probability, be inade-

quate to meet in full the appropriations made by the legislature,

the governor should restrict expenditures by so much as would

bring them within the limits of expectable receipts. Some pro-

fessed to believe that this law was enacted to embarrass the execu-
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tive, but if it was, it was never invoked, to that end and in fact,

no practical use was ever made of it until the present administra-

tion was able to use it as a powerful instrument of economy.

In the fiscal system of Ohio, bills can be paid by the state treas-

ury only upon warrants drawn by the state auditor. The ancient

conception of the auditor's function, crystallized in the statutes

of our commonwealth is that of chief accounting officer of the

state. In the days when the financial transactions of the govern-

ment were few and relatively small, and the governor's office had

no fiscal agency of its own, this conception was probably adequate.

IModern accountancy how-ever, distinguishes sharply between the

function of bookkeeping and the function of auditing. Book-

keeping in the present framework of the state government, is, in

my opinion, a proper function of the executive department and

auditing should be performed by a detached agency charged only

with the scrutiny of other departmental activities. So long as the

statutes of the state continue to require it, no merited criticism can

be directed at the auditor for continuing to perform the bookkeep-

ing functions which the law imposes upon him.

Books must be kept by the finance department Iwzvcvcr in any

event. The finance director is concerned to know the status of

every account before new obligations are incurred; the auditor

looks at each obligation after it is consummated.

Those charged with conducting the financial operations of the

state government normally think in terms of two main funds. The
highway fund is chiefly fed by the gasoline and motor vehicle taxes.

The entire receipts for the biennium from these sources is cus-

tomarily appropriated for the purpose of the highway department.

This department is expected to expend its entire appropriation and

the extent of its activities is measured by the amount that it

receives.

All of the other one hundred fifty-six different offices, depart-

ments, divisions and institutions of the state government are sup-

ported from what is known as the General Revenue Fund. Nearly

all of these other spending agencies have appropriations in fixed

amounts. It is this fund therefore, which gives state officers their

chief concern in managing the state's afTairs.

As a matter of literal fact, the General Revenue Fund is made,

by somewhat extra-legal methods, to comprise a host of smaller and

supposedly independent funds. Nearly every time a new govern-

mental activity is pressed upon the attention of the legislature, its

proponents urge that it will cost the state government nothing

because it will produce enough income to support itself. If the

legislature establishes the new service, a special fund is created,

into which are covered the receipts of the enterprise, and from

which its expenditures are paid. It is the history of practically
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every such fund, however, that after a few years this self-con-

tained repository is opened at one end. the receiving' end. Addi-

tional appropriations beg-in to be made out of the general revenues

and thereafter, to all intents and purposes, the special fund becomes

no more than a ledger account. Nearly sixty such fund accounts

now complicate and encumber our books. With few exceptions,

they could be abolished and consolidated with the general revenue

fund without any change from the present method of their opera-

tion. In truth, the irregular accrual of their receipts and the rela-

tively steady flow of their expenditures enforces the practical re-

quirement that they be treated in that manner now. Were they

not, we should always have some of them insolvent while others

were flush with unused surpluses.

The major items of the state's general revenue accrue in large

installments at irregular periods of the year. These accruals have

no relation to the periodic flow of general revenue expenditures.

The revenues of the highway department, on the other hand, come

in with considerable regularity throughout the year while the ex-

penditures are highly seasonal. During the first six months of the

year, balances steadily mount in the highway funds and, during

the last six months, as steadily fall.

To facilitate the more prompt and regular payment of the state's

current obligations, the legislature in 1927 enacted a provision that

the Board of Control may authorize temporarily transfers from

any state fund, which has an unneeded balance, to any other such

fund whose resources are, for the time being-, depleted. Such

transfers have to be repaid however, out of the first accruals to the

fund thus transferred to. Some criticism of this salutary practice

has appeared from time to time, but so long as fund borrowings are

rigorously held within the amounts that can be repaid when the

lending funds need the money, there can be no proper criticism.

No individual would think of going without his lunch because he

lacked money in the pocket from which he customarily paid for it.

if, at the time he had a roll of bills in another pocket which he did

not then need.

When the legislature convened at the beginning of the present

biennium, it was presented with a budget, prepared by the outgoing

administration, recommending expenditures for the ensuing two

year period out of the general revenue fund of approximately

eighty-four millions of dollars. Sensing the fiscal implications of

the business depression, however, the legislature scaled down these

budgetary recommendations considerably. When it went home in

July, it had appropriated for general revenue purposes, approxi-

mately sixty-eight millions. For practical purposes, however, there

had to be added to this amount a deficit carried over from the pre-

ceding year of more than four millions; a total of more than

seventv-two millions.
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While the legislature was in session estimates of the revenue

expectable from existing sources were made by the finance depart-

ment, the finance committee of the legislature, by the auditor of

state and by certain outside agencies such as the Ohio Chamber of

Commerce. In the end there was more or less general agreement
that fifty-nine millions was the upward limit of expectation. To
meet expenditures of seventy-two millions, with only fifty-nine

millions of cash was impossible; so in this contingency, the legis-

lature, as a partial method of relief, enacted the cigarette tax,

designed by its sponsors to yield approximately six millions more.

With this accomplished, the legislature adjourned.

In passing, it may be noted that the cigarette tax was resorted

to in preference to other forms of taxation because some form of

sales tax offered the only means of raising additional revenue in

time to do any good. Other sources of new revenue would have

yielded their income only at the end of the biennium.

These six millions added to the fifty-nine already in sight made
sixty-five, but there were more than seventy-two to pay. Two
courses were open. For one, expenditures might be continued at

the existing rate with the practical certainty of a complete break-

down in payments before the end of the period. The implications

of this course were unthinkable. The inconvenience that would be

occasioned by the failure of payment to the state employees and to

those who sold goods and services to the state would be bad enough,

but this appeared the least of the evil consequences. With bank

failures then a matter of almost daily occurence; with credit con-

ditions throughout the state such as they then were, the effect

upon business generally that would be sure to follow the confessed

insolvency of Ohio was terrible to contemplate. Some way had

to be devised to balance the budget.

There are only two ways to balance a budget ; increase the in-

come or decrease expenditures. Further taxation was tlien out of

the question. The one other feasible course, therefore, was to

reduce expenditures to a level consistent with the revenue avail-

able. Advantage was taken of the statute of 1927 authorizing the

governor to curtail appropriations to the amount of the probable

income. As soon as the necessary calculations could be made, the

director of finance, with the approval of the governor, instructed

each of the departments, offices and institutions of the state govern-

ment that its expenditures for the year of 1931 would have to be

kept within the limit of 93% of the amount appropriated to it by

the legislature. It was believed at that time that this, and certain

other measures of economy which were instituted, would be suffi-

cient to carry through. They were sufficient for 1931. Total

expenditures for that year were reduced by approximately ten

million dollars. Obligations incurred for general revenue expen-
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ditures were reduced by about nine million dollars, although
payment of the deficit carried over from the previous j^ear swelled

the total of the year's cash payments. All fund transfers were
repaid in full before the end of December and unpaid bills were
kept within the normal; but as the year drew to a close, declining

collections gave warning of the need for re-estimating revenue.

Such re-estimates indicated a falling off below what was generally

looked for at the beginning of the year, of three or four million

dollars. By the order of the governor, the director of finance

increased the seven percent cut in appropriations to fifteen percent.

Each of the spending agencies was instructed to keep its expendi-

tures within eighty-five percent of its appropriation for 1932.

During the first three months of 1932, the general revenue operat-

ing expenses were a million dollars a month less than for the

corresponding months of the preceding year.

Nevertheless, a check-up at the end of the first three months of

this year disclosed still further shortages in revenue to be received.

An additional million and a half in retrenchment was put into

effect.

Even this proved insufiicient. Revenue estimates made once

more at the end of June again turned out to be a red flag of warn-
ing. Expectable receipts had melted so that another straight 5%
cut had to be made.

From the foregoing it will appear that the task of balancing the

budget, left unbalanced by the legislature, has been rendered more
difiicult by a progressive falling off in revenues throughout the

biennium. Estimates of revenue in these times, slide under one's

hands. Figures, deemed ultra conservative, when made, turn out

to be highly exaggerated a few months later. The state's income,

based, as it is, upon the prosperity of business, is obviously much
less stable than the resources of the political subdivisions whose

income is based upon general property duplicates.

General revenue expenditures for the first eight months of 1932

have averaged more than $800,000 a month less than for the cor-

responding months of 1931. The general revenue activities of the

state government are being operated for 1932 on a basis of a little

less than 60% of the amount recommended in the last budget and a

little more than 70''A of the amount actually appropriated by the

legislature.

Up to the present time the policy has been to balance the state's

budget by the elimination or curtailment of things than can be

done without rather than by the reduction of salaries or the whole-

sale discharge of employees. The legislative curtailments chiefly

took the form of the temporary elimination of capital improve-

ments. The executive curtailments have been largely in the field

of maintenance. In many instances, however, services which
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might be described as desirable, rather than essential, have been
dispensed with and this process has inevitably entailed the discharge
of some employees.

Our elders used to speak of certain of the ills of childhood as

"growing pains." In government nothing is quite so unpleasant
as '" shrinking pains." The natural tendency of nearly all gov-
ernmental establishments is to expand. New activities are taken
on but old ones are rarely discontinued. Methods and routines

once established are hard to change, particularly where the per-

sonnel has permanent tenure under civil service. It is human to

regard that which one is accustomed to as right, more especially

so if he has helped to create it himself. Radical attempts at effi-

ciency and economy in government service are rarely persistent

or successful, therefore, except under the impetus of governmental
poverty.

From this point of view the effects of business depression are

not entirely an unmixed curse. Lack of funds compels an evalua-

tion of the services rendered, and a check-up of organization,

processes, and personnel, that in a democracy can rarely be had
at any other time.

When times are flush the public demands expansion ; even when
times are hard the public resists retrenchment. To be sure, every-

body is in favor of economy in government—in the abstract. But
you cannot economize in the abstract ; economy is concrete ; and
the minute you propose the elimination of some service to which
some part of the public has grown accustomed, that part of the pub-
lic becomes dynamic in behalf of its continuance. On Monday, the

chamber of commerce will send a delegation to present with cere-

mony a demand for reduction in '" scandalous governmental costs."

On Tuesday some part of the same delegation will appear to urge

the retention of a service or the continuance of an improvement
of particular interest to them. No service marked for curtailment

is without its minute men, ready to spring to its defense. Some
are even more vigorously championed and consequently less poss-

ible to deal with. I mean those that are adopted as the special

pets of widely organized groups. Such an activity, one adopted by

such a group, becomes a " cause " in the eyes of all its members,

and from the moment it becomes a cause with them, emotion,

sometimes, even prejudice, rules and reason ceases. Only when
the governmental shoe pinches so that the people generally feel the

cost of public service can there be mobilized behind the pruning

process sufficient sentiment to carry it through.

In the grand galaxy of governmental spenders national, state and

local, the state of Ohio is a feeble luminar)\ State expenditures,

generally, have not bulked very large in our national total of gov-

ernmental costs and Ohio has been much more conservative than
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many others because we have practically no debt service. Our
policy of pay-as-you-go has left our annual income free for our

current expenditures. Yet as a little laboratory sample of what
is going on throughout the country, perhaps Ohio's experience is

not without significance.

If, as now indisputably appears, the prevailing depression is not

nearly psychological, but results from a prolonged period of con-

suming more than was produced, gradually consuming our re-

sources of capital and credit, it seems likewise clear beyond dispute

that the return of normal prosperity depends in the final analysis

upon the reversal of this tendency and the gradual reaccumulation

of capital surpluses. This long period of spending be3'Ond income

can only be redressed by a period of spending less than income.

Government must participate in this process. Most of the costs of

present-day government result from its doing for us many things

that people used to do for themselves. Our governments are be-

coming for the most part public service corporations. We give the

state money to spend because we think it can perform for us cer-

tain services better than we can perform them for ourselves. If,

therefore, in the general effort to restore prosperity, it becomes

necessary to limit somewhat the satisfaction of our wants as indi-

viduals, it follows inexorably that our desires for governmental

service will likewise have to be kept within reasonable bounds.

There is no magic about government finance. We can no more

cheat the devil of his due than could the kings of France in the

years preceding the Revolution.

What are the reasonable bounds of the public expenditure de-

pends upon all the circumstances of the time just as the bounds of

private expenditure are likewise conditioned. No one will contend

that governmental activity should always continue on a depression

level. Neither can we logically say that during the depression

governmental activities alone should continue on the high level of

prosperity. The major portion of our public activity is an integral

part of our general economic life and must keep to the tempo of

the general economic mechanism.

The fact, therefore, that the general revenue activities of the

state of Ohio are being conducted in 1932 on less than two-thirds

of the amount recommended in the executive budget prepared in

1929, is not in itself a good thing or a bad thing. If in striking

this level, the state is operating in harmony with the general needs

of the time, it is good. If this level is too high or too low in com-

parison with business and industry in general, it is bad. History

alone can make the perfect answer.

Chairman Brauex : We have with us today the president of

Ohio State University—Professor George W. Rightmire. I have
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pleasure in introducing to you Professor Rightmire, who will talk

on " Taxation and the Public School System."

TAXATION AXD THE PUBLIC SCHOOL SYSTEM
GEORGE W. RIGHTMIRE

President, Ohio State L^niversity

In discussing this subject with you today I shall have to confine

my attention to Ohio ; what is said will in many respects be typical

of conditions in other states and will have the advantage of focus-

ing our thoughts upon a particular situation. I shall divide this

discussion into three parts; in the first place we shall try to answer

the question, " What is the public school system, what have been

the features of its growth, and what is its social significance?"

In the second place, how have the elements of this public school

system been supported, what have the}' cost, and what is the present

status of public school financing?

In the third place, let us discuss what can be done with the

system to maintain its efficiency and make it cost less, in the present

emergency, and incidentally inquire whether the public schools

should be given a preferred place in public financing during these

times.

In these times of financial stringency and economic disillusion-

ment, all public agencies and offices are under keen scrutiny. Taxes

are high, there is startling failure to pay them; government in all

its ramifications is coming in for an irate appraisement, and many
activities which up to a very recent date were regarded as useful

and even highly desirable are now being heavily reduced or aban-

doned. Whatever depends upon public money is marked for a

shrinkage, in consonance with many if not most private business

undertakings.

In this general rating downward the public schools must be con-

sidered; they spend large sums of money; today the law requires

every one to attend them until' the age of sixteen or even more,

unless he completes them before. This vast throng of youth re-

quires numerous and capacious buildings and grounds, large and

varied schoolroom and laboratory equipment and supplies, and a

host of teachers well trained and adapted to the education of the

youth.

Dwindling tax returns, shrinking business, mounting unemploy-

ment and steadily increasing costs have brought the public schools

into the focus of inquiry, and the dominant thought seems to be

that they are spending too much money and they must be greatly

reduced.

This study of the public schools is good; it should constantly be

going on ; the program should be under perennial appraisement with
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the thought of improving their performance and advancing their

efficiency. But in our sudden feeling of poverty and economic

gloom we are like to do violence to our public schools and colleges.

We feel a vast inability to support public agencies but let us be

discriminating in efforts to reduce expenditures. These institutions

of learning have come to occupy a place of primacy in our lives

and preparation for life, and if their programs must now be cur-

tailed, let it be done after a renewed understanding and apprecia-

tion of their achievements and their proper functions, and their

meaning in the prosperity and development of America, and their

rating in the affections of the people.

Free Schools at Public Expense

The three elements in the public school system in Ohio are the

common or elementary schools, the high schools or secondary

schools, and the state-supported colleges and universities, five in

number. For the first fifty years of Ohio's existence as a state the

energies of the people were absorbed in clearing up the country

and making a living and establishing themselves in a rudimentary

way. There were desultory efforts made to establish a common
school system but these were successful only in part, and up to 1853

the whole business of public education lacked seriousness and effi-

ciency. At that time a remarkable school code was passed by the

legislature and, since then, for the last eighty years, the principle

has been firmly established in Ohio of public schools at public ex-

pense— " The property of Ohio must support public schools for

Ohio." The old " pay " school was abolished at that time, and a

common school education was brought to the door of the humblest

family in the state. Those were the days of the " three R's "—the

drill subjects—which the events of the everyday life of every citi-

zen called into use. Later such rudimentary education was not

equal to the ordinary demands of life and some "content" sub-

jects—informational in their nature—were brought in to put the

youth in touch with the everyday needs of an advancing people.

.Still later we come to understand better that because the youth have

different individual abilities and aptitudes they must be trained to

give them self-expression, to enable each individual to learn to do

the things which he can do best. In this way each child is to be

developed to accomplish the greatest good for the community and

for himself.

In taking these three steps in their development the common
schools have been brought to high efficiency; today they enable the

youth more intelligently and helpfully to go into his place as a

citizen in a society which constantly grows more complicated. The

common schools are great social agencies and they have been trying

to keep in step with social progress. Every child is given the oppor-
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tunity for adequate training in a free school supported by the

public. This is ingrained in our American social fiber; it is a basic

principle of our national life.

The second element in the public education of Ohio is the second-

ary or high school. The high school began its career about the

time that the people of Ohio, by their remarkable school code of

1853, declared that the '' property of Ohio shall support the public

schools of Ohio." They increased slowly until 1885 when a dis-

cussion arose about what the high schools should teach ; so far they

had tended toward the subjects of the classical colleges and people

began to feel that much of this training was not fitting the boys and

girls for citizenship and for " making " a living. This discussion

grew exciting and the people demanded that the high schools be

made " practical " to a large extent ; they were too much "' cultural,"

so they argued.

Up to that time there had been many private academies in the

state for boys and many seminaries for girls, of the high school age.

Their courses were intended to prepare them for college, and at

that time college education was largely classical and literary—cul-

tural—and so was that of the academies and seminaries. There

were numerous colleges in the state, almost all denominational and

supported largely by the denominational groups,—their types of edu-

cation were copied in the academies and seminaries. The growth

of the high schools robbed many of them of their students and

their patronage; the high schools were "at home" and were "co-

educational," and not the least item, they were public and free.

But they also thought of themselves as " college preparatory."

This condition led to the struggle between the so-called cultural

and the practical.

When this battle between the '" cultural " and the '" practical
"

had been fought out the high schools had made many changes in

their courses and were featuring bookkeeping, typewriting, stenog-

raphy, business law, the practical arts such as working in wood and

metals, the domestic arts, and some other subjects which would

have a direct bearing on the work which the student might do after

leaving the high school. The high schools were now much better

fitted for the training for most boys and girls than hitherto and

they became very popular. Every student looked forward, upon

leaving the common school, to some years of study in the high

school, and the growth of these schools beginning about 1895 has

been a remarkable one. The figures of attendance are almost be-

wildering; the whole urge of the times was into the high schools,

and by 1930 approximately 65% of the boj's and girls of high school

age in the United States were in the high schools, and in some

states the percentage was even higher. In Ohio, for instance, at

that time there were about 1,300,000 children in the public schools.



116 NATIONAL TAX ASSOCIATION

both elementary and liigh, and one out of every six of these was
found in the high school. There is nothing like this in Europe;
the people there see that their children go through the elementary
schools but beyond that it is a select group that enters the secondary
or high schools, only about 8% to 10/fc in England, Germany and
France.

For long years, therefore, it has been a settled policy of the

people of Ohio to provide free public schools at public expense on
the elementary level, and for more than forty years there has been
no doubt about the purpose of the people of this state to provide
high school training in the public schools at public expense.

Now, let us briefly examine the third element in the Ohio public

school system, namely, the colleges and universities. What has been
the attitude of the people towards public support for colleges and
universities? Two of the publicly supported universities in Ohio
antedate even the public schools, one in 1804 and the other in 1809.

For many years their support came from public lands set aside for

them and from students. As early as 1881 the state legislature

made an appropriation for the repair of buildings at Ohio Univer-
sity, and, without cessation since 1896, every session of the legis-

lature has made provision for its support. Miami University re-

ceived, as early as 1885, an appropriat'on from the state legislature

for building purposes, and from 1896 has been receiving at each

session of the legislature an appropriation for its maintenance and
development. The Ohio State University, opened in 1873, received

support from the legislature of Ohio as early as 1876, and at each

session of the legislature thereafter appropriations were made for

particular purposes. By 1882 the legislature was appropriating for

its current expenses, and in 1891 a tax was levied on the grand tax

duplicate of property of the state for the further support of the

institution, and since that time the appropriations by the legislature

have been made at every session. Therefore, for more than forty

years Ohio, through legislative appropriations and specific statutes,

has recognized Ohio University, Miami University and the Ohio
State University as public institutions, and has been maintaining

and developing them with public funds.

In addition, Ohio in 1911 made provision for two normal col-

leges, one at Bowling Green and one at Kent, and has supported

them from the beginning. A few years ago these normal colleges

were changed to state colleges, giving also instruction in general

arts and sciences and the policy of the state to support five institu-

tions of higher learning has been long since fixed and steadily

pursued. These five institutions are caring annually for the edu-

cation of approximately 23,000 students and are furnishing the

opportunity for advanced education which for many people in the

commonwealth is vital, and preeminently desirable in fitting them

for service in the state.
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Thus, the people of Ohio for many years have enthusiastically

and progressively developed public education at public expense on

all levels— elementary, high, and college— and have not faltered.

Each generation of youth has entered into these rights and privi-

leges; and meanwhile the industry of the state has grown large and

varied, the institutions and activities which aid to comfort, wealth,

and happiness have multiplied and the society of the state has

steadily improved. Today Ohio is one of the best states in the

Union for a home. Our care for education is most significant

!

Ohio's Educational Philosophy

Let us look now for a moment at the educational philosophy

which underlies this public school system and has so far animated it.

We live in a democracy; the people are both governed and are the

government. If the government goes on well, if it contributes to

the happiness and peace and the security of its citizens, if in our

government everyone has life, liberty, and the pursuit of happiness

to which the government is pledged, it is because we. the people,

are functioning in our governmental capacity as we should. It is.

therefore, the business of a democracy to make provision for the

education of its youth, since the youth of today are the citizens of

tomorrow. As a citizen each of us has certain great opportunities

and certain grave responsibilities. We cannot carry these without

a reasonable degree of education. The young people must receive

a training which fits not only for living and for making a living,

but prepares for an intelligent and responsible participation in public

afifairs. It is intended to preserve the spirit of Democracy and to

make iis equal to the task of goz'erning ourselves and making
Democracy safe for us!

The same argument exactly underlies public support of univer-

sities and colleges; these give the higher training which many
citizens of the commonwealth desire and which will render them

capable of greater service as citizens in the interest of the govern-

ment, in the interest of industry, in the interest of society. Very

properly the universities and colleges give a training on top of the

high school education, and carry it far forward. Practically every

profession and technical calling receives attention in these institu-

tions. For a few students who are equipped with brilliant men-

tality the opportunity is afforded to go forward in the fields of in-

tensive research and graduate study, so as to prepare these persons

for the most efficient place among our citizenship.

The two underlying theories upon which a democracy must be

built therefore are: (1) every individual must have the opportunity

for educational training and may indeed be required to present

himself for educational training, so that the people may in the

most intelligent way carry on their own government; (2) every
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individual has the right to an opportunity for complete self-

development so that he may make the greatest contribvition possible

in a social way, and that he may have the greatest individual happi-

ness. One of these theories is political and the other is social

;

they stand together at the basis of democracy; they can both be

realized through education, and for its own protection, its own
development, its own greatest good, the public must make it pos-

sible at public expense for this education to be carried forward.

In the interest of its own ideals and preservation. Democracy must
provide for education on all three levels. Only by training the

faculties of all its youth and sifting out those with the greatest

ability can Democracy develop the leadership essential to industry,

to government, to education, to all those arts which beautify life

and make of us good citizens.

Public School Revenues

We come now to the second part of the discussion, which deals

with public revenues and expenditures for the public school system.

Any discussion of this subject must keep in mind the growth of

population ; the figures are startling. The population of Europe at

no time in the eighteen centuries preceding the Napoleonic Wars
exceeded 180,000,000 people; but in the single century between the

end of the Napoleonic Wars and the opening of the World War,

the population of Europe jumped to 460,000,000 people. This is an

increase of 160 percent. In the same period the population of the

United States was increasing from about 5,000.000 to 110,000,000,

and today the population exceeds 120,000,000. Ohio has had a cor-

responding growth ; today it numbers over 6.700,000 people as

against 4,767,121 in 1910 and as against 5,759,394 in 1920. Not

only has the population increased but the percentage of the popu-

lation attending school also materially increased. In the quarter

century 1900 to 1925 Ohio grew in population 52%.; enrollment in

elementary schools grew 36% ; in the high schools 286% and in the

colleges 460% ! In the last ten years the number of high school

graduates has more than doubled, as has the number attending high

schools. Pupils not only come in swelling numbers but they stay

longer, and many more go all the way through ! Doubling in high

school enrollments is a fact of almost any decade for the last

thirty years

!

In 1890 the high school enrollment was 3.7% of the total public

school enrollment; in 1900 it went up to 7.7%; by 1910 it had

gone to 9.77c, while in 1921 it had mounted to 15?f. Today it

stands close to 207^ !

These figures must be echoed by a building program, and not

only in Ohio but all over the country the building went forward on

a corresponding scale in the last twelve years.
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The growth of the high schools meant a very large number of
new buildings on a large scale and equipped in ways unknown in

the elementary building. Laboratories for sciences and home eco-
nomics must be provided, the libraries call for a considerable ex-
tension, and the buildings themselves, built at readily accessible

places for the pupils, cost large sums of money. Especially was
this true in the time of rising prices which we experienced in the

past decade. The high school building costing from $600,000 to

$1,500,000 was not a rarity. Then, much of the building that was
in existence two decades ago became inadequate both in capacity

and in its conveniences, and this inevitably called for much new
building to displace buildings previously in use. Much building

also was needed to supplement that which was continuously in use.

Again, with the coming of the good roads system, it became pos-

sible to think about improving the methods of instruction as well as

the facilities in the rural districts, and in the place of the one-room
school we get the " centralization " school. The plan of central-

izing school facilities has rendered obsolete thousands of the smaller

school buildings and has also introduced the item of cost for trans-

portation of pupils. Further, our ideas about the accommodations
which should be presented to pupils in the elementary and high

schools have undergone great change in the interest of social wel-

fare. Also, it cannot be forgotten that the schools are the training

ground for the youth, educationally, morally, physically, and soci-

ally; the curricula have been greatly enriched to accomplish these

manifold purposes which by necessity the public schools have been

endeavoring to achieve. To a larger extent than is adequately

understood or appreciated, in our crowded centers of population

the schools have taken over the functions of the home at, of course,

an increasing cost to the public. And we must keep in the picture

not only the increase in population, but especially must we think of

the distribution of the population. Twenty-five years ago in Ohio

65% of the people at least lived under rural conditions and the

remaining 35% under urban conditions; today the situation has

reversed itself and we find from 65% to 70% of the people in Ohio

living under urban conditions. The advancing accommodations and

conveniences and costs of city living have been steadily reflected in

the amount of money needed for the support of urban schools, such

as finer types of buildings, more selective kinds of equipment and

apparatus, higher salaries for teachers and the greater amount of

superintendence which must inevitably go along with a city system,

and the urge to bring the high schools to the point where they can

become vocational training institutions for the youth who desire

that kind of equipment for life.

All of these are factors in the financial conditions which we find

in Ohio today, and it is necessary to introduce them as elements
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into any picture which is to be drawn showing public school

financing.

If we think of the decade 1920 to 1930 in Ohio we find that for

the support of public schools we must deal with constantly growing
amounts; for instance, the operating costs of the public schools of

Ohio for the first year of that decade were about $73,000,000 and
in the last year of the decade over $112,000,000. an increase of

beyond 50% ; for the decade the annual expenditures for capital

improvements would amount to about $26,000,000. The sums ex-

pended for debt service, to pay interest and amortization of obliga-

tions and so forth, mounted steadily from about $14,000,000 in

1920 to about $36,000,000 in 1929; in this same decade, the taxes

levied for public school purposes grew from a total of $79,000,000

in the beginning to over $140,000,000 for the last year of the

decade, an increase of about 75%. These taxes came through three

methods of assessment, namely, levies by boards of education, which
accounted for about 70% of the amount produced; an amount col-

lected under the authority of the state, to be expended in the coun-

ties; and an equalization fund \\hich grew steadily from about

$1,000,000 to almost $5,000,000. The total school debt increased

over $138,000,000 during the decade.

We remember as we study these columns of figures that the cost

of public education is only a part of the cost of the entire govern-

ment activities, and we find about the same story of mounting costs

in all branches of state and local government as we do in the field

of education. It is clear that the rate of growth of public school

indebtedness in the last decade exceeds that of other public govern-

mental expenses generally, and the state auditor for ten years re-

peatedly called attention to the expansion of the public school

indebtedness. But it is doubtful whether the school children in

any part of Ohio have been over-furnished with facilities, or have

been provided with too much good teaching, or have been made
too comfortable w'ith the accommodations which the public schools

provide. It seems that there can be no charge of having done more
than the situation required ; the fact is that we have always been

hard pushed for public school buildings and educational provisions

of all sorts to keep up with the requirements.

Likewise in the matter of salaries for teachers, it is well known
that we have just come through a fifteen-year period in which the

rule w-as rising costs of everything, more liberality in expenditures,

and the public school teachers had the hardest sort of fight to gain

recognition in the way of salaries. During the decade there was

an increase in the average salary of about 25% and the general im-

pression is correct that the salaries of teachers through successive

small advances have been brought only to a very reasonable stage.

For long years, in comparison with many other kinds of service,
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the school teacher was grossly under-paid. Therefore individual

salaries on the whole, in comparison with the degree and kind of

preparation needed for the work, and the type of services actually

rendered in the school room, cannot be said to have been too large.

The same reasoning applies to all the figures relating to the sup-

port by the state of the colleges and universities. The public school

system on all levels has been desperately trying to meet the de-

mands made upon it by the public, and to give reasonable accommo-
dations and a reasonable degree and kind of education to the many
pupils and students who call for the services of the public school

system.

It is inevitable that the costs of government should now be re-

duced; something drastic must be done. Shall all governmental
activities be pared away uniformly, or should discriminations be

made? Much of governmental activity is purely of a business

nature and can be regulated accordingly. True, it is not carried

on for profit but its cost can be quite accurately determined on
principles of accounting. The " product " is impersonal and can be

measured in terms of time and money at so much per day or period.

Such governmental activities may be reappraised and concentrated

or omitted for the time or even abandoned. There is much " accre-

tion " in government business. Business principles generally should

apply—so much service at certain rates for so many workers. Now
in private business the need for making a profit determines how it

should be' run, and it may be carried on or closed up if the profits

are unsatisfactory. It is all decided upon correct principles of

accounting.

But none of these principles applies to the functions of the

schools; "profits" of teaching or "study" can rarely be measured

in money—are not concrete and tangible. The work of the schools

results in citizens who have been trained to earn a living; who
have been trained in ways of thinking, to put the facts about a

situation together and find a remedy or solution ; who have been

trained to recognize the rights of others, to feel the responsibility

of helping carry on and improve the government, to cooperate in

the community social and civic life, to develop his individual abili-

ties for self-satisfaction and social benefit. No system of account-

ing can throw these results into statistical columns; they must be

measured in terms of individual and public welfare.

The Public Schools a Preferred Creditor

Established for these purposes and having a striking record of

accomplishment the public school system now claims preferred

attention from taxpayers and government; this institution must be

kept going in any times unless society is to retrograde. Into what-

ever kind of future we are now going we shall need an educated
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people; if the economic conditions are to be progressively worse, or

if our scale of living is to be permanently lower, we shall need the

trained hand, the cultivated mind, the ability which comes from
education to adjust ourselves to a sane and reasonable basis of

simpler living. Ignorance or semi-education is socially destructive

in the most prosperous times; it will be Jwpclcss in a period of

lower-scale living.

If a drastic reduction must be made in government, let it fall

more heavily upon the non-productive functions of the state—the

business, the regulatory, the purely administrative, the police—and

let educational activities and public welfare institutions suffer last

and least. This period of economic backsliding is not permanent

although it may be prolonged, and with that conception of it we
should now be making adjustments in public taxation and support.

Schools Must Search Themselves

Meanwhile it is the sacred duty of the public schools, on all three

levels, to give to their programs the most searching scrutiny; each

offering and activity should be studied from three points of view:

(1) its value in enabling the youth to become a self-supporting,

civically-minded citizen, making a contribution to society; (2) its

value in enablihg the individual to cultivate his faculties to the

highest level of their capacity; (3) its comparative value or rating

should be determined so that the best program will be selected which

the funds will support.

I firmly believe that all activities that the public schools and col-

leges have been engaged in are of value ; that they should be con-

tinued if possible; if not, then the appraisement today should

proceed along the three lines indicated. In these times of desperate

expedients and rather reckless criticism of all public activities on

the ground that they are extravagant and unnecessary, and that the

salaries of public employees are swollen and unjustified, extreme

caution is called for lest the foundations be swept from public

education and public welfare.

Consequently our question is—what program of education can be

supported in these times? In answering we must think in terms

of the next decade. It is clearly forecast that government in

America in all its units must cost less, and it is not probable that

education can be an exception. How much less can it cost and

provide adequately for the youth? Any calculation will involve

two factors: first, the educational offerings must now be restudied

on all three levels to find greater effectiveness and smaller cost if

possible. Let us begin with the elementary schools and their pro-

grams.

In the elementary area new methods are being tested and are

meeting with approval. They call for more and better training in
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many of the teachers entering upon this work; they call for inte-

grated dealing with much of the subject matter now presented—let

the teachers pour forth more of the information in its relations,

and let the textbook do less. We may have to bring the child into

the public school system at an earlier age ; social and employment
conditions in the cities and industrial centers, and especially the

employment of women who are mothers, inevitably points to a

pre-school period at public expense unless society rules out such

employment. So far, it has been rapidly growing. It would seem
that the elementary school area, including all public education to

the end of the sixth grade, cannot be financed for less money than

it is requiring today, and indeed it may well cost more.

High Schools

The high school area, which we now designate as the next six

grades ending with the twelfth, calls for somewhat different con-

sideration ; especially in the last three grades. The intervening

years known as the junior high school, is the period when children

show their aptitudes; the whole problem of vocational guidance

takes its start here and one large result of the junior high school

training should be that many boys and girls find out whether they

are fitted principally for vocational pursuits or whether their mental

vigor and aptitudes call for general and fundamental training

through the senior high school course. The separation cannot be

conclusively made in all cases at this stage, but it can be in many
cases, and the senior high school experiences should furnish the

answer to most other cases. These last three years call for high

schools of various kinds—general, technical, vocational, business

—

where aptitudes may be rather completely discovered and developed.

Libraries, laboratories, shops, technical and vocational equipment

are needed, and the outlay for buildings becomes a very important

item of public financing. Most pupils with these aptitudes strongly

marked will want to terminate their public school study with the

high schools.

The idea is gaining ground that very many pupils could advance

more rapidly than is now generally done in the public schools.

The belief is growing that in the twelve years of public school

training very many pupils could do all that is now done and in

addition could advance one year, or in many cases two years beyond

the present finishing point. They do it in England. France, Ger-

many. Can't we do as well ?

With a determined purpose to give to every youth the most com-

plete type of educational training for which he is fitted, it is never-

theless true that the high school properly completes the formal

education of the great majority of youth. Of supreme importance,

therefore, is its guidance program, its vocational and technical
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training facilities, its integration of subject matter courses to give

toughness and fiber to the learning of the pupil, and its insistence

upon essentials whereby the quality of his training is increased and
by the same token the time required is decreased, or in the same
period of time his accomplishment is greater. If these desiderata

make for lower costs, so much the better; it is believed that they

will make material reductions. In any case they must without fail

be achieved.

Colleges and Universities

The publicly supported colleges and universities must unremit-

tingly, and in this time with renewed intelligence and purpose,

appraise their activities, their courses, their whole program. Some
things they may do better, some they may dispense with under the

economic stress, some consolidations may be effected; what these

institutions have been undertaking through the years has resulted

in very significant accomplishments. But today they are inevitably

facing the necessity of rating their activities and judging which are

of greater social worth, and organizing their programs accordingly.

The relation of these institutions to the technical, the professional,

the cultural groups in our society is steadily undergoing change,

and a different type of student product is being called for today

and will be tomorrow. We must restudy and to some extent re-

shape our educational programs to fit more aptly into the social

requirements.

Education and \Velf.\re ]\Iust H.we Preference

In the second place, in any enforced economy plans, public edu-

cation must be given support; education and public welfare are

linked as fundamentals in a democratic society; other govern-

mental activities may be relatively neglected and businesses may be

somewhat unfettered for a time from governmental bureau or com-
mission supervision in order to reduce administrative costs. But

society must care for its unfortunates now and humanely; to-

morrow will be too late! Society must train the present genera-

tion now ! The failure in education today cannot be repaired

tomorrow; its results are counted in ignorance and social condi-

tions to which we are strangers. We cannot accurately foresee the

results of a failure of the educational program ; we have never

tried less education, but have constantly been telling ourselves that

society must do more. Whether we can continue to support our

educational programs on the present scale or not, we shall insist

that education and welfare work shall have consideration as the

prime social necessities. This is not an impossible proposal ; a re-

studied, reappraised educational program, and a financial prefer-

ence for public educational activities in our plans for public rev-
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ennes are plain requirements of our present conditions. The schools

and the state must now pledge themselves to such program.

Those Educated in the Public School System
Must Now Come to its Support

I have been making an argument for the public support of the

elementary and secondary schools and the five colleges and univer-

sities, based upon their benefit to society, their necessity in a

democracy, and their effect in developing a culture which becomes
a common guide to the thinking and acting of the people. We
have common ideas about government, personal conduct, right and
wrong, our civic duties; for having been in school together we
know each other better, therefore we can act together intelligently.

Is not this the reason why we have been able to escape violence

and mass efforts to overthrow government and institutions in these

years of economic tragedy? True, we do not expect upheavals in

this country, but are not the public schools and colleges from
bottom to top and our confidence in them the chief element in the

steadying influences which prevail ? Ohio is filled with men and
women who have had the best teaching and all the advantages of

the high schools; there are at least 100,000 of our people who have
been college students in the publicly supported institutions; they

are widely scattered through the state geographically, industrially,

professionally; they are the results of public education. They are

influences upon the thinking and action of the public. In these

times they are examples of and the reasons for free individual edu-

cation at public expense; with them the cause of continued public

education must stand or fall. They will determine whether it will

now be maintained as the mightiest single factor in our social and
economic welfare, or whether it shall go into a fatal decline. Their

own experiences will convince them that education with public

support is a vital part of our American life, is our real American
tradition. In weighing our financial problems the people will not

underrate our educational system and will make its adequate sup-

port a primary need. In their home communities the people who
have felt the beneficent effects of the public schools will be heard

as their champions.

I have not made an argument for any specific taxing system for

public schools; we know that in the last decade vast additions, im-

provements in buildings, and capital equipment have been made.

On the whole, Ohio has an excellent public school plant. The
pressing needs for some time will be for maintenance and opera-

tion; annual building and equipment costs should fall away rapidly

for some years, during which the bonded indebtedness incurred in

building and equipping this plant may be steadily liquidated without

weakening the support for the educational work constantly going



126 \ATIO-\AL TAX ASSOCIATION

forward. W'liether tlie support from this time forward will be

largely local as heretofore with some assistance through a state-

provided equalization fund, or whether the state will now take over

the costs of public education, will come in for emphatic discussion.

If we do the latter, we must somehow preserve local interest,

initiative, and regulation.

To sumviarizc, let me say that on all counts public education in

Ohio in the elementary field, in the high school area, and on the

college and university level has adequately justified its support

through the years and there can be no doubt that the public must
continue to support all these educational activities so long as our

conception of the function of the individual in society and in gov-

ernment, and our conception of democracy remain the same. The
schools on these three levels must now give themselves and all their

activities a most searching appraisement for the purpose of formu-

lating the best educational program possible at the smallest expendi-

ture of money possible. However, any revised program must be

effective, and if an effective program cannot for a time be sup-

ported, let it be understood that the program is inadequate and is,

therefore, carried on for an emergency period onh', and that the

vital interests of the public call for restoration of the program at

the earliest possible date. We may properly hope to effect consider-

able changes in our educational program and at the same time to

work out some economies. Lastly, in times like these the public

must go about its tax-reducing program with the greatest discrimi-

nation, and the expenditures needed for public education and public

welfare must be placed first among the obligations of a people to

its individual citizens. Both of these are social functions of the

government which in the interest of all people must be preferred

above other governmental expenditures which in a time of financial

stringency and economic crisis assume a secondary importance.

And to such program as this we should all enthusiastically sub-

scribe and zealously make our individual contributions to carry

it out.

George H. Sullivax (^linnesota) : I beg leave to interrupt for

the purpose of making an announcement which ought to be made
now. There will be another conference on bank taxation in Par-

lor A immediately upon adjournment of this afternoon's session.

Ch.'Mrm.^n Brauex : I think you all agree that we are obligated

to Professor Rightmire for the splendid and instructive address he

gave this afternoon.

This afternoon we also have the honor of having a second mem-
ber of the Governor's cabinet with us, Mr. B. O. Skinner, state

director of education, who will follow up President Rightmire's

address.
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B. O. Skinner (Ohio): Ladies and Gentlemen: I understand

this meeting is to adjourn at five o'clock. That leaves me seven

minutes in which to discuss this paper. I am ready to emphasize

at this point the thing that Doctor Rightmire spoke of in closing,

and that is that in our tax-reducing program we need to go at it

with discrimination. It is easy to accumulate those ideas which we
ourselves think are true but which may not be. Josh Billings once

said :
" It aint ignorance that hurts so bad, its knowing so many

things that aint true." So, the thing we need to do is to find out

the truth as we go through and live up to that. The reason I

mention this is because there is so much said in the comparison of

costs of schools and teachers' salaries and about the number of times

they have increased. Now, if you take number one and multiply

it by four, that does not mean much. If that number runs up to

four or five and you multiply it by three or four, there is a big

difference. I want to call your attention to two or three instances

of teachers' salaries. In 1907 or about that time there appeared in

a Carolina paper two advertisements. One of them was for a

barber; the advertisement said that the gentleman who took the job

could probably make in the neighborhood of $1500 per year. In

the same issue there appeared an advertisement asking for a school

teacher, stating that the salary was somewhat less than $500 a year.

Now, the point of it is, the barber probably earned his salary, but,

as Doctor Rightmire called to your attention, it has been a struggle

for the teacher to get what possibly they ought to have. Now, you

say that is unusual. Let us go along a little bit further. In 1916,

just sixteen years ago, I went into a city as superintendent of

schools, responsible for one hundred teachers and three thousand

children, and at that time no elementary teacher brought into that

city could be paid over $400 a year as her initial salary in the

elementary school. In that same year one could take into the high

school a teacher and pay not to exceed $600 a year. Now then, if

this four-hundred-dollar salary which I mentioned is multiplied by

three or three and one-half or four, it does not make a very big

salary yet—does it? And that, it seems to me, is one of the facts

that we need to face in the thing we are working on now. Now,
just the other day I had to have my eyes examined, and while that

was being done, the gentleman who was doing the job spoke of a

certain man who had had charge of the school of that profession.

This was the year 1932; it was not 1907, 1916 or 1929. And this

dean of his school resigned. The dean said he could not afford to

take a salary of $3500 when he could go out and make twelve to

fifteen thousand dollars. Now, I want to call attention to the fact

here that the same people who paid the barber's bill, paid that

school teacher's bill. I also want to call attention to the fact that

the same people, theoretically at any rate, who paid that dean's
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salary at $3500 a year are going to pay his salary or his income of
twelve to fifteen thousand dollars a year.

I ask you to make comparisons of costs. Let us think about our
transportation in the years that have been discussed here by Doctor
Rightmire. How much were all the horses and buggies and express
wagons and barouches in 1900 worth as compared with the cost of

the automobiles which we have? I leave that to you. The worst
thing we have in our system at the present time, the hardest thmg
to meet, is our debt certificates. For this debt, blame has been
heaped upon the school teachers pretty largely through published

articles. I could refer to two in the past ten days. Metropolitan

newspapers have spoken of us in very disrespectful terms. I want
to tell those of you in Ohio, and those who do not live in Ohio.

that the school buildings which have been built since 1916 have
been built not only by a majority of the vote, but it must be five

percent more than a majority of the vote; so, if we are sinners.

we have a lot of company, the verj^ best in the land. Now% we
might as well confess—we are told open confession is good for the

soul—that W'e have not done the thing exactly right. Our univer-

sities do not find themselves in the same position because they have

had appropriations by means of which their buildings might be paid

for. Now, that is a serious thing. Suppose I hold my hands

apart ; the distance between my hands represents the yearly cost of

the schools in a certain locality; suppose one-quarter of that dis-

tance represents the debt certificates; along comes a reduction in

the valuation of twenty percent. It brings the amount down for

current expense but it does not reduce the debt; that must be paid.

Along comes a delinquency of twenty-five percent or thirty per-

cent, or in some cities in Ohio we find a delinquency as high as

fifty- four percent; and what do we have left? It does not come

off the debt charges; it comes out of this operating expense, and

that is why we are in such a hard way. We have a refunding law^.

To be sure, it is only temporary. Our bonds in Ohio, the recent

ones, are all serial ones, and they are subject, except under excep-

tional conditions, to refunding. Last year the legislature passed a

law which gave the power, under certain circumstances, to refund

the certificates, the bonds and the interest. That was enacted at the

suggestion of the Bureau of Inspection; and they have been most

helpful in clearing up the situation.

Now, to give you another picture in a short time: In the last

few days I was waited upon by a board of education, who said:

" We didn't know until yesterday noon that we did not have a red

cent to run our schools this year. What about it?" They had six

mills of debt certificates, and there were 3.65 mills, or something like

that, for the purpose of running their schools, operating cost. They

cannot do it. They belong to the great army that have built ex-
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pensive buildings, and those debts must be paid. I discovered within

the last day or two that one of the schools in Ohio will have to use

eleven mills for debt certificates, another will have to use twelve

mills. Twenty mills will be about what those schools will cost those

districts today.

I agree with Doctor Rightmire that we must find ways of doing

the essential things. Of course, I think the most necessary thing in

the whole business is the right kind of a teacher; and possibly we
are going to get on without buildings. Yes, it is very evident, be-

cause in thirty-seven northern Ohio counties,, in the eight years

preceding 1931, they were building an average of one hundred
buildings a year. In 1931 there were twelve bond issues; and this

year there are two bond issues, and my informant tells me that both

of those will be turned down. So, if some one says that the costs

of education are mounting all the while, let us not forget they are

not, that they cannot.

I wish to speak of state aid in Ohio for just a moment. That is

one of the things that of course creates a lot of discussion. It was
mentioned by Doctor Rightmire that the fund had grown to some-

where between four and five millions. The appropriation was
$9,800,000 for the biennium. but when Doctor Bevis got through

with us, it was not near so much as that. There are about $4,300,-

000 left for this year. Now, that state aid is obtained on three

conditions that the law has laid down. The first one is that the

school district must have eight mills for operating expense, and

then must have a mill and a half for bonds and interest. They may
have more than that. As I indicated, there are a lot of those dis-

tricts that have. Last year, by the way, districts in the state

decreased a hundred. Eight hundred and twenty of those were

state-aid districts, approaching pretty fairly close to half of the

entire number, not in wealth but in number only. So, they must

have those two conditions. Then they must have a valuation of

less than $6600 per enumerated pupil. That is obtained by taking

the average valuation of a great number of the districts. That is

set up for us. Last year it was $8,000. This year it is $6,600.

That will give you a pretty fair picture of things as they are in

Ohio. Furthermore, the state says that the Department of Educa-

tion must set up a state-aid schedule. We have several cities. We
take a considerable number of cities of that size and find the aver-

age cost of teaching in those places. We take all of the exempted

villages and find out what the average is, and then we will take a

very large number of districts in non-state-aid territory and find

out the average; and that is the basis upon which that schedule is

made.

I might talk to you for a long time, but I promised to quit at

five o'clock, and I am five minutes over now. I want to make a

9
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plea to those who are going back into their communities; and you

all will. This is a question, as Mr. Bevis and Doctor Rightmire

have said, that affects every one, and folks will listen. We need

a lot of work, we need team work, if you please. I am reminded

of a story that I heard about an old couple, down in the hills in the

district from which I came, who had quarreled pretty much all

their married life. One winter day, over very bad roads, they were

going to the village. They came to the top of a hill and there

came along a gray team up the hill, pulling a heavy load of hay.

The old gentleman pulled out to let the team go by. As they went

by the old lady said, " Henry, wouldn't it be nice if you and I

could pull together like that?" And Henry said, "Probably we

could if w^e had just one tongue between us." What we need is a

lot of thinking, a lot of team work with " one tongue between."

In conclusion, Doctor Rightmire asks that the schools be pre-

ferred creditors. My statement will be just a little changed. Doctor

Rightmire. I would like to say, let us make the children of the

United States preferred creditors.

Chairman Bradex : On behalf of the Tax Commission of Ohio,

and I am sure President Haig will agree on behalf of the Associa-

tion, I want to thank Mr. Rightmire, ]\Ir. Bevis and Mr. Skinner

for their contributions this afternoon. Is there anything further in

this discussion? If you care to have further discussion I will ask

President Haig to come up and preside.

Chairman Haig : Are there those who wish to discuss the papers

that have been read? I think we might hold a few minutes longer

if there is discussion.

(No response.)

(Adjournment.)
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Tuesday. September 13th, 8:00 P. M.

Chairman Haig: The fourth session of the Twenty-fifth An-
nual Conference of the National Tax Association will be in order.

I should like to announce at this time that I have invited Mr. Baer
of South Dakota to serve in place of i\Ir. Acker, the original nomi-

nation on the nominations committee.

We are to have an unusual treat tonight. Years ago there was
a gentleman who was very active in the National Tax Association,

who has been seen so little lately, that many of our members are

but slightly acquainted with him, so I shall formally introduce the

presiding officer this evening, Mr. A. E. Holcomb, of whom some
of you may have heard

!

A. E. Holcomb of Xew York, presiding.

Chairman Holcomb : I am glad to be here. We are fortunate

to have such a man as we have with us to speak tonight. This

gentleman is also one of those gentlemen who has not been fre-

quently seen in public at the conferences, and I therefore take

pleasure in welcoming him to the group of the forgotten men. The
subject upon which he is to speak is one in which we are probably

more interested as a group because of its lessons to us all. The
plight of Chicago, of course, appeals to a tax man. We wonder

what it is about, how things can be so, how human beings can get

into such a condition as the\' find themselves. I for one partic-

ularly hope to hear how things are going in the way of untangling

the difficulty in Illinois and Cook County. INIr. Cushing, a promi-

nent member of the Illinois Bar, one of the men who has appeared

in public on this platform, is probably as well qualified as any one

to tell us some things, from a lawyer's standpoint—not, I take it,

from the standpoint of tax theory but from the standpoint of the

ordinary individual, be he lawyer or layman, who wants to know
how to avoid difficulties that have been met in Illinois. I take

pleasure in introducing Mr. Royal B. Cushing of the Illinois Bar.

Royal B, Cushing (Illinois) : ]Mr. Chairman. I think I was in-

duced to take this place on the platform tonight because about a

week ago a call came for some one to present the tax situation in

Chicago. It certainlv needed presentation but it was not until a

(131)
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day or two before I left that I found on the program it was
" Progress in Untangling the Tax Difficulties in Illinois and Cook
Count)-." That is a very different question. But, we will proceed

to consider the situation, and I am pleased to do the best I can
here ; but, I am sure there are a great many others in Chicago who
could speak with more authority and with better analysis of the

subj ect.

PROGRESS IN UNTANGLING THE TAX DIFFICULTIES
IN ILLINOIS AND COOK COUNTIES

ROYAL B. GUSHING

Member, Illinois Bar

The subject of this paper might well be expressed as " Progress

in untangling the tax difficulties in Cook County, Illinois." There
would be no serious tax difficulties in Illinois were it not for the

tax difficulties of Cook County and the 417 municipal corporations

within its borders. There are 417 separate and distinct govern-

ments in Cook County, each a taxing unit. Many of these are

overlapping tax units. I. myself, reside in the village of Riverside,

township of Riverside, county of Cook and state of Illinois, but I

also reside in Grade School District No. 96, in Riverside-Brookfield

High School District, in Cook County Forest Preserve District, in

the Sanitary District of Chicago, and last, but not least, in the

matter of my personal comfort and satisfaction, I reside in Des-

plaines \'alley Mosquito Abatement District.

L'^nderstand that I am not complaining of this large number of

municipalities, for while a few could be eliminated to advantage,

I believe most of them are efficient units of local government and

should not be disturbed.

For brevity I shall use the pronoun " We " when I speak of

these many municipalities. But understand, it is purely an editorial

" We ". I speak only as a resident observer.

First, then, what are the difficulties that we find ourselves in

and how did we get there? The situation is serious. It is tragic.

Our school teachers generally have not been paid for a great part

of last year's work. The pay of municipal employees is in many
instances from tw^o to four months in arrears. Our bonds, nor-

mally above par, are selling, if they can be sold at all, at many
points below that figure. Sanitary District and Cook County bonds

are in default. Anticipation tax warrants issued against the taxes

of 1931 are being sold at prices ranging from par in some sub-

urban districts down to 75% of par for the school district of

Chicago.

This is certainly an unusual picture of a going concern— for

Cook County and all the members of the family are going concerns.
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Our numerous governments are functioning well ; in many respects

more efficiently, and necessarily more economically, than in the
golden days that are past.

The cause of the trouble is that for over a year our income
ceased. The rest of the state, except for the usual delinquencies,

has already collected the 1931 taxes. We did not begin to collect

our 1930 taxes until March of this year, and half of them are still

delinquent. We are now in the midst of the 1931 assessment, which
is made as of April 1, 1931. It will probably be well along in 1932
before the 1931 taxes will be in collection.

But why are we one year behind in tax collection ? The answer
requires the narration of a series of causes and events. The iron-

clad constitution of Illinois, now over sixty years of age, still guar-
antees " that every person and corporation shall pay a tax in pro-

portion to the value of his, her or its property." The general

property tax is the chief source of revenue. The state tax com-
mission has original jurisdiction to assess certain corporations, and
has general supervision of assessments, with the right to equalize

assessments as between counties. It may also order a reassessment

of all property or of any class of property in any county or assess-

ment district.

The statute provides for assessment of property at its fair cash

value, but the local assessor elected in one township has always

been in competition with the assessor of every other township in the

county to keep down assessments. His chief care has been to see

that his own constituents should not pay more than their share of

the county taxes, and so each county and the board of review of

each county have ever striven to see that the assessments of their

own county are sufficiently low so that their county would not bear

more than its share of the state tax burden. The natural result of

the system has been that generally through the state property has

been assessed at much below its fair cash value. The Illinois

Supreme Court in several decisions had stamped assessments that

had been made at full fair cash value as unconstitutional where it

was shown that the custom in the taxing district had been to assess

at a percent much less than full value. Tax studies that had been

made during a period of years developed that real estate generally

throughout the state had been assessed at an average of ZT^c of

its full value.

Following the war there was a great increase in the market value

of Cook County real estate. Not only did values in the center of

Chicago mount, but also in outlying territory. Subdivisions multi-

plied. Buildings were constructed at high cost. The year 1927 was
the year for the quadrennial valuation of real estate in Illinois.

Many different individuals and organizations urged upon the assess-

ing bodies a great increase in the assessment of real estate.
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This assessment did not increase the roll as much as was ex-

pected. The Teachers' Federation, the Farm Bureau and other

organizations pressed their investigations and urged the tax com-
mission to act. Glaring inequalities in assessment were revealed.

Chicago newspapers took up the fight. The public was aroused to

action. The tax commission thereupon set aside the entire assess-

ment of real estate for the year 1928 and ordered a new assessment

in Cook County. Notwithstanding political opposition, the reassess-

ment of 1928 was efficiently made under the superintendence of

Harry S. Cutmore, who has been re-employed by our present as-

sessor; and the more than 1,000,000 parcels of real estate in Cook
County were reassessed at an average cost of 8c. per parcel. It was
found that in the towns of Cicero and Calumet in Cook County the

assessments had been at from 10% to 15% of full value. Naturally,

the landowners who found their assessments doubled filed com-
plaints with the board of review. In 1928, 67,754 complaints were
made. Of these, the board heard 18.431 and then closed the books.

The 1928 tax bills instead of being ready for payment early in

1929, were not completed until 1930. This was after the financial

depression had begun. In many instances the taxes on real estate

had been doubled, and at the same time money was twice as hard

to raise. The public became tax-minded, not over tax expenditures,

but over tax payments. They were responsive to the suggestion

that real estate was being discriminated against, that although it

was common knowledge that there was just as much taxable value

in personal property in Cook County as in real estate in Cook
County, the real estate paid over 83% of the taxes. Individuals

and organizations urged the taxpayers that their taxes were exces-

sive and unconstitutional and that all they needed was to refuse

payment and be represented in the' county court when application

was made for judgment of sale for delinquent taxes. The tax

strike was on. The case that became a test case is entitled Ex rel.

McDonough v. Lillian Cesar. Objection was filed to application

for judgment by the county collector for the taxes of 1928, but

before it was tried application had also been filed for judgment on

the taxes of 1929. and these two cases were combined. The find-

ings of fact of the trial judge were very sweeping. Judge Jarecki

said

:

' In the case presented to this court we have an enormous

amount of personal property in the county omitted wilfully,

deliberately and systematically. If relief were sought by way
of mandamus proceedings, the petitioner would have to allege

the existence of the property, its location and ownership so that

the court might direct the tax officials by proper order to place

upon the books the specific property. * * *

" To seek out this personal property, its location and owner-
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ship, in order to compel its assessment through mandamus ap-

pears to be impossible and beyond the reach of any objector

and obviously mandamus proceedings appear to be inade-

quate. Unless relief is granted in this court, then this tax-

payer would be absolutely without any relief in any court

against fraudulent assessments.

" It has been shown that the real estate of this county, in the

years 1928 and 1929, has been assessed at $9,300,000,000, and

by the 2)7 per cent factor reduced to the assessed value in 1928

to $3,336,231,768 and in 1929 to $3,431.242.182—that personal

property has been assessed in 1928 in this county as valued at

$779,066,120 and in 1929 as valued at $751,660,785; it has been

shown also that personalty has not been reduced any by any

equalizing factor, but was placed on the books as reported at

its full value. Further in the evidence it has been shown that

there is in Cook County personal property to the extent of six-

teen billions of dollars."

* * *

'' Can it be said to these taxpayers that it makes no difference

how much property is placed on a roll, whether it is one-half,

one-third or one-fourth or one-tenth, a roll of that kind is

good and those who happened to be caught in its meshes must

carry the burden of taxation for the entire country? I can not

agree with such a finding."

" The thing litigated in this case is the validity of the assess-

ment on objector's property-objections will be sustained."

This decision applies legally to only one parcel of real estate, but

the same issue is found in thousands of other cases pending before

the county court. The judgment was entered the last day of 1931.

Appeal was perfected to the Illinois Supreme Court and the decision

was reversed in April 1932, but the opinion of the court did not

appear until July 26th. An examination of the opinion indicates

that the court was moved more strongly by the public interest than

by legal precedents. The court says

:

" If the whole real estate assessment of Cook County were

to be held invalid in this case for lack of uniformity, it would

necessarily follow as an inevitable conclusion that the entire

personal property tax as well would be invalid, and that the

entire state tax for the years 1928 and 1929 in all the other

counties of the state would be invalid as well. Such a result

would not only be a grave injustice to the many thousands of

persons against whose property the same County Court of Cook

County rendered judgment of sale for delinquent taxes based
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on the same assessments of 1928 and 1929, as well as to the

hundreds of thousands of persons who voluntarily paid their

taxes. Such a holding would render it possible for an un-

scrupulous assessor to prevent government, both local and
state, from functioning."

When the court convenes in October it will doubtless dispose of

the petition for rehearing that is pending, and then this will be

another case headed for the United States Supreme Court.

After the above attack on the assessment in the lower court, the

legislature passed an act at its first special session providing that if

an assessment is held void and a re-assessment ordered, property

owners who have paid the void tax will be given credit for excess

tax paid on subsequent tax bills.

Another case that is deserving of comment is entitled James E.

Bistor ct al. v. McDonoiigh, county collector. Bistor filed his bill

in the circuit court to enjoin the sale of real estate for delinquent

taxes of 1929. It was brought in behalf of 5000 separate owners.

He alleges the deliberate, fraudulent and illegal omission to assess

and the under-assessment of personal property; that 83^/2% of the

burden of taxation in Cook County was placed on real estate; that

the value of real estate was approximately $10,000,000,000 and of

personal property $30,000,000,000. He alleged the failure of the

board of review to hear complaints by these owners of their assess-

ments and that the tax upon the land violates the constitutional

right of uniformity. The defendant demurred to the bill. The
trial court sustained the demurrer, dismissing the bill. On appeal,

the Illinois Supreme Court affirmed this decision April 8, 1932.

The case is now pending before the United States Supreme Court

on a petition for a writ of certiorari. As by the demurrer the

defendant admits the allegations of the bill, the issue is solely one

of law. The Illinois court, however, based its decision in large

part upon the question of procedure. The case holds that

:

" The jurisdiction of a court of equity may not be invoked

against a fraudulent assessment of taxable property where the

owner has failed to insist upon a legal remedy."

to-wit, mandamus proceedings against the board of review.

One other case is deserving of notice—the Koester case. George

F. Koester filed his petition for a writ of mandamus against the

board of review of Cook County. He set forth at great length

specific amounts of personal property that were escaping assess-

ment or that were under-assessed. He specified total amounts of

trust funds in trusts held by the various trust companies. He
mentioned by name various corporations, memberships of the Chi-

cago Board of Trade, and the Chicago Stock Exchange. The de-

fendant demurred to the petition. The Superior Court overruled
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the demurrer and issued its writ of mandamus ordering the board

of review to place on the 1930 assessment rolls taxable personal

property that had been omitted, and to reassess personal property

which was under-assessed, to the value of approximately $15,000,-

000,000. The board appealed to the Illinois Supreme Court. Then
by act of the legislature the board of review was abolished. The new
tax appeal board has been substituted and their case is still pending.

We now have a single assessor appointed by the governor and the

president of the county board to serve until December. 1934, pr

until his successor is elected. The governor and the president of

the county board each also appoints a member to the tax appeal

board to serve with the assessor in the place of a board of review.

This appeal board is one of limited jurisdiction and we believe will

function more effectively in the public interests than our old board

of review.

Mr. J. L. Jacobs, our new assessor, has created a very efficient

organization. The personnel is unusual ; many university men
specially trained for the work; practical appraisers of many years'

experience, and executives formerly with large corporations, but

who in this period of depression are available for this work at

small salaries. The office is being administered free from political

and financial influence, and in a way that gives us great hope for

the future.

A special task has been to try to get a fair assessment of per-

sonal property upon the rolls. The law says,
"' Assess at full cash

value." The constitution limits the law to uniformity, and the

courts say that the law must bend to the constitution. Accordingly,

real estate is now being assessed at 37% of full value, as a recog-

nized equalizing ratio. Personal property is entitled to this ratio,

but history has shown that intangible personal propert>' cannot be

assessed even at this figure. The tax rate in Cook County runs

from 6% to 7% of the assessed value. It is apparent, therefore,

that at 37% of full value the tax is nearly 2j/^%. Intangibles will

not stay in a jurisdiction where the tax takes from one-third to

one-half of the income thereon. Last June the assessor sent out his

assessment blanks and publicity was given to the fact that all per-

sonal property must be assessed. Publicity was given to the state-

ments of experts that if bank deposits and intangibles were assessed

at 37% of full value all bank deposits and trust funds would leave

the state; that no bank could exist if the law were literally applied.

Shortly thereafter terrific bank runs were started and it is probable

that there was some connection between the runs on our banks and

the proposal to assess personal property at full value.

Doubtless some trust funds have been removed, but not many,

for the assessor recognized the situation and its practical aspects,

but he was in a dilemma. He could not lay down any rule for the
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appraisal of intangibles that would be contrary to the statute or the

constitution. He could not officially recognize certain standards of

appraisal that had been published and given circulation. Never-
theless, assessments are being made of these intangibles at a fair

and equitable ratio and one that we believe will not wreck our

financial institutions, and certainly a larger personal property assess-

ment w-ill be upon the books than ever before.

In support of his procedure, I w^ould suggest that just as the

constitution is above the law, the law of necessity is above the con-

stitution. Intangibles cannot be assessed more than traffic will bear,

and if intangibles are to be assessed at all, the statute w'ith refer-

ence to full cash value and the constitution with reference to uni-

formity must bend to this law of necessity.

In other years there have been 200,000 names on the personal

property assessment rolls. Only about 40,000 of these paid taxes.

Many of the names on the former rolls were of persons who had

been dead for many years. This year 360,000 persons have volun-

tarily filed personal property schedules. Many others will doubt-

less file and many who are unwilling to file will be nevertheless

placed on the rolls by the assessor.

Heretofore itemized assessments have not been made. More
automobiles have apparently been assessed in Sangamon County

than in Cook County. These automobiles have not necessarily

escaped taxation, for the lump sum assessed against individual tax-

payers in many instances included their cars. This apparent failure

to assess automobiles has been a great source of irritation to tax-

payers in other counties.

The present assessor has secured a complete list of all automo-

biles as registered with the secretary of state and there will be a

100% assessment of this form of tangible personal property in the

county for the first time in its history.

The delay in tax payments and the apparent failure to assess

personal property have their political effect. Antagonism to Cook

County is quite general through the state. This sentiment is mani-

fest in the statements of some down-state legislators who say they

will not vote further unemployment relief until Cook County pays

its share of the state taxes.

The legislature in numerous special sessions has contributed its

part to untangling our difliculties. It has changed the dates for tax

payments in Cook County. The real estate taxes of 1931 are pay-

able in two installments. The first becomes delinquent March 1,

1933, and the second installment July 1, 1933. The taxes of 1932

will also all fall due before the end of 1933. It will be difficult in

these times for property owners to pay two years' taxes in one year

and further legislation will probably be necessary.

The legislature was called in special session one week ago today
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for the purpose of providing for unemployment relief. In this one

week 69 different bills have been introduced to provide ways and
means of raising- funds for this relief. It would be futile to attempt

an analysis of these bills. Many of them provide for some form of

sales tax, a few for the authorization of sales taxes by counties.

The indications are that the county sales tax stands the best chance

of being passed. Other bills provide for refunding of principal

and interest of bonds by the issuance of new bonds. One bill pro-

vides for a tax of 2% of the selling price of any real or personal

property or personal services. It would seem to be a form of in-

come tax. The constitutionality of many of these bills is doubtful.

A year ago a state levy of $18,750,000 was made for unemploy-

ment relief against 1932 taxes. Tax warrants were sold against this

levy. These warrants will be redeemed by a bond issue in the

amount of $20,000,000 to be retired out of gasoline taxes if the

people so vote at this coming election. Both political parties appar-

ently favor this issue and it should be approved, as otherwise the

state tax rate will be doubled and the tax burden will be still fur-

ther increased.

An income tax law was passed which was to be effective upon

income for the calendar year of 1932 and subsequent years. It is a

carefully prepared law, worked out in great detail with a limited

offset of general property taxes. The home owner is entitled to

deduct from his income taxes the taxes upon his home to the extent

of SIOO.OO. The circuit court of Sangamon County has already

held this law unconstitutional. Appeal has been taken to the Su-

preme Court and we anticipate a decision this next month. The

law is of very doubtful validity in view of the uniformity clause

and the decisions of Illinois courts that income is a form of

property.

The most constructive legislation that was accomplished was the

junking of the assessment machinery of Cook County and the estab-

lishing of the present system.

The collection of delinquent personal property taxes is being

pushed. Cases are being docketed daily and collections are being

made. In the collection of real estate taxes the difficulty now is

the absence of buyers at tax sales. Funds are lacking to the buyers

even if they were willing to chance an investment in sales for taxes

whose legality is being questioned. Recently the county board

authorized the purchase by the county, and one sale was made of

a large apartment house for delinquent taxes that amounted to

$162,383. If this remedy is pursued our municipalities will soon

be the landlords of many of our people.

Municipal employees realize more than ever that their personal

interests are involved in the efficient administration of the law and

there is more cooperation between departments than heretofore.
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The following is an interesting illustration. The agent of an east-

ern corporation scheduled its personal property in Cook County for
the 1929 and 1930 assessments at approximately full value. It com-
plained to us of its high tax bill. We advised that it was entitled

to equalization of its return to 37% and that it need not pay the full

bill. Last month this agent called upon the city comptroller for
checks due to the company for goods sold to the city. The comp-
troller refused payment unless the taxes were either paid or ad-
justed. The result is that this corporation has now paid Z7% of its

1929 and 1930 taxes. It has received its checks from the city, and
we expect a speedy adjudication of the balance of the tax bills.

The diagnosis of a patient's condition might well be followed by
constructive suggestions of what further should be done to remedy
the condition and of how such a condition can be avoided in the

future. There, of course, should be further reduction in cost of

government. IMuch has already been done but not enough. Teach-
ers and employees of municipalities who deserved and received

higher compensation to meet the increasing cost of living of the

last decade should be ready and willing to receive lower compensa-
tion to meet the lower cost of living of this decade. Employees of

other corporations have had to do this and felt lucky not to lose

their positions. The employers generally have found themseh^es

without any income from their business. So, also, the owners of

farms now consider themselves fortunate if their net income is

sufficient to pay their taxes.

We have had no form of budget control or levy restriction, or

restriction upon the issuance of bonds. It would be better for us

today if we had had an efficient tax commission administering some
such control as is illustrated by the Indiana plan, but the speakers

who are to follow me will sit in consultation upon the case. I leave

the control of municipal expenditures to them.

We have learned that if assessments become so fraudulent that

a new assessment is required we should not set aside the former

assessment already on the books but should endeavor to correct the

error in a future year. We have learned that the time of pros-

perity is the time to restrict government extravagances. In time of

depression it would be well if governments were prepared to build

improvements and make capital expenditures for betterments. In

such time it would get more for its money and at the same time

these expenditures would keep the wheels of industry turning and

relieve unemployment. We did the opposite. We expended money
before we got it. We sold bonds for public improvements voted

by the people and then by legislative sanction expended the money
in some cases to buy tax anticipation warrants that have not yet

been redeemed. Of necessity we have stopped needed public im-

provements.
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It is difficult to meet the necessar}' current expenditures and at

the same time meet these accumulated obligations with the accrued

interest on tax warrants and municipal bonds. As the assessor's

office expressed it, " This office is functioning on the credit of its

employees whose pay checks are in arrears." The hopeful fact is

that the assessor's office is nevertheless functioning, and more effi-

ciently than ever. The schools have opened with a larger attend-

ance in prospect than ever, although the teachers in Chicago schools

have not yet been paid for their work of last April. The adminis-

tration of the city's affairs is more efficient than in days of easy

money. The creating of a unique and wonderful World's Exposi-

tion on the lake front is progressing rapidly. When the National

Tax Conference convenes in Chicago one year from now, as we
hope it will, you will have not only a century of progress in indus-

trial and architectural accomplishment to consider, but one more
year of progress in untangling our tax difficulties. The progress

will be slow under our constitution, for we must await court de-

cisions. Perhaps some day we may throw off this yoke and follow

Ohio's lead to a real workable system so well pictured by Senator

Taft this morning.

In any event we sincerely believe that all our bonds and tax

warrants will ultimately be paid in full.

We must regain this year the taxes that we have lost. It will

require diligence. We now have that in assessment. It will be

followed by diligence in the extension and collection of the taxes.

Chairman Holcomb: The paper was very interesting, covering

the tax situation of one of our big cities. It occurs to me if there

are any questions, they might be asked now. It may be that you

would like to ask questions or perhaps discuss any phase of it.

I pause for a moment. If not, I have been advised that the ^Nloses

who is to lead Chicago out of the wilderness — a Jacobs in this

instance—is present. Now, I think we would all like to hear how
he is going to do this job.

(No appearance by Mr. Jacobs.)

Chairman Holcomb: The Chair may have been misinformed.

Voice: Here he is.

Chairman Holcomb : He is a little slow in coming forward.

We would be greatly pleased to have a few remarks from you

about the situation that confronts the people of Cook County.

J. L. Jacobs (Illinois) : That is a very large task to ask one to

perform on such short notice. ^Ir. Cushing has explained to you

just what has developed the last two or three years in Cook County.

The reorganization that was brought about by the general assembly
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early tliis year was a result of development over some thirty years,

a general maladministration of the assessment and reviewing- func-

tions, particularly with reference to personal property. When I was
requested by the governor and by the present county board to take

this office of county assessor, I realized that one of the things that

must be done to restore confidence of the taxpayers and restore

public credit in Cook County was to develop such procedures as

would not only be understandable but which would be fair and
equitable and uniformly applied. In the matter of real estate assess-

ment Cook County had made very substantial progress during the

last three years in developing procedures whereby the property had
been appraised upon a scientific and equitable basis, and the task

of appraising the property of Cook County was not as difificult as

that of setting up standards of appraising personal property. So,

the real job I have in Cook County is that of developing standards

and procedures in the way of appraising personal property under a

constitutional provision which requires that all property should be

assessed on a uniform basis. I had no illusions when I came to

Columbus that you ladies and gentlemen would solve all my prob-

lems in connection with personal property, but I do feel that I have

gained this impression, that constructive approaches can be made
with reference to personal property so that even in a state with a

constitutional provision such as we have in Illinois, we can make
very great progress in the way of assessing personal property on an

equitable and uniform basis. We have had very excellent results

from large groups of citizens as well as business organizations. In

spite of the present depression we are going to have an assessment

roll on personal property which will have anywhere between three

and four times as many people who have filed schedules as have

ever filed in Cook County before. Now, that is as to quantity.

As to the amounts, there will be very substantial reductions in cer-

tain types of filings, but there will be very substantial increases in

other classes of filings; and I have hopes that the total personal

property assessment in Cook County for 1931 will be very substan-

tially increased, thereby reducing greatly the burden on real estate,

and making for a broader spread of the tax burden on those who
are able to and should pay a part of the cost of government. We
have been living in Cook County for a period of thirty years under

a superstition or a certain inertia that certain people believe they

ought not to pay, and we have to overcome this superstition or

inertia. I am of the firm belief that under a definite procedure

and clear-cut standards very great improvement can be attained in

the personal property assessment. Now, with that established, we

are going to reduce the real estate assessment for 1931 by anywhere

from twenty to thirty per cent. My best estimates are about twenty-

eight per cent. Our personal property will be substantially in-
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creased. There will have to be, and there must be, a very substan-
tial reduction in the expenditures of the local governments in Cook
County. There has been some decrease made by some of the local

governments. There will have to be a greater decrease so that the

total revenues that we will obtain for 1931 will be adequate to cover
the expenditures of the local governments. I believe that Cook
County is ready to clear up its difficulties. I can see some light

and I believe that the people generally are going to support this

program of an equitable, uniform and fair assessment of personal

property as well as real estate; and within a few years we ought
to get out of our difficulties. We will have, of course, to move up
our assessments over periods of nine or ten months, so as to make
up the 3'ear we have lost, and within a period of three or four

years we ought to be on a uniform level and carrying on. The
governments, of course, have had their problems in that they have
expended sums and they have not been able to collect taxes; and
for the time being they will have to just tighten up a little more
and spend less, so that their expenditures will come within the

deflated revenues. That is absolutely imperative. There is no way
out, and the sooner they realize that the better it will be for the

governmental officials as well as for the community. We are going

along on this program, and we want all the help and all the co-

operation that we can get, not only in Cook County but outside too.

We are going to do the job in spite of any difficulties that may be

in the way; and I have every hope that within a very short time

we will be able to make an assessment which will stand up and
bring about the desired results. I hope that next year if the Con-

ference can come to Chicago, we will be able to show you some-

thing in the way of an advance in personal property assessment,

even though we are limited by an impossible constitutional pro-

vision. One thing I do hope we will accomplish too is the moving
up of the date when we will have an amendment to our constitu-

tion which will provide for the classification of property. I think

this effort will probably move it up some time. I thank you.

Chairman Holcomb : I am sure it has been a great joy to hear

from Mr. Jacobs. I wonder if anybody has any questions to ask.

He seems to be a very conservative individual, and one. of those

fellows who is going to get there. He doesn't promise to turn over

the world in a few minutes. If anybody wants to ask him any

questions, we shall hear them now.

The next subject is quite the opposite type of question. Pro-

fessor Lutz has charged me with being the author of the phrase

"The lost art of expenditure control." I deliberately suggested

that because I think it is a lost art. We had the art in the early

days; certainly we had it in New England where I corne from;



144 NATIONAL TAX ASSOCIATION

and it is simply lost. Xow, we are trying to regain it. The sub-

ject was intended to be divided into two heads, state expenditure

control and local expenditure control, but the program committee

realized, I think, that there was difficulty in the discussion of the

question of control because the subject of local control had not

been developed; and we thought we would like to have some pre-

sentation of it that took into consideration a wide scope, so the

program w-as designed with that in view. The first paper was to

be by Mr. Mark Graves on state control of public expenditures.

I understand Mr. Graves is not here, but that his paper will be

presented by Air. Cole.

Seth Cole (New York) : Mr. Chairman and Ladies and Gentle-

men of the Conference : Most of you are aware of the fact that

Mr. Graves has taken a leave of absence as tax commissioner in

New York for the purpose of becoming director of the budget.

His duties in that capacity have made it impossible for him to be

present here tonight, which he greatly regrets. He asked me to

carry his warmest greetings to all of his friends at the National

Tax Conference, and I take it that that includes all those present,

and so I perform that errand and deliver the message at this time.

Without any further introduction I shall proceed to read the paper

which Mr. Graves has prepared.

STATE EXPENDITURE CONTROL
MARK GRAVES

Director of the New ^'ork State Budget

Mr. Chairman and Alembers of the Conference:

The subject assigned me is a timely and important one. I need

not remind you that federal, state and local government is passing

through the most trying times of the present generation. We have

witnessed a most remarkable growth in governmental expenditures.

That growth occurred during a period when the national wealth

and the national income were increasing rapidly. It was but natural

that during such times too little attention was given to expenditure

increases. Now, in these days of a gigantic business depression,

and with a shrunken national income, government is faced with a

most difficult and perplexing problem.

The view commonly expressed is that government must do just

what business does under similar circumstances. That is to say, if

the income of a business falls off, expenditures must be curtailed.

In theory it is beautiful to say that when the income of a govern-

ment shrinks it must likewise reduce expenses proportionately. In

practice it is not as easy for government to reduce expenses as it is

for a business. The income of a business usually decreases because
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of reduced business. In sucli a case the manufacturer can close his

factory or a part thereof. The merchant can accommodate his ex-

penses to the volume of trade. The householder can trim his ex-

penses to meet his income, but government experiences no falling

off in business during a depression. In fact, in many lines of activ-

ity, government is called upon to spend more when times are bad.

The analogy, as you will readily see, is not complete.

Again, the popular belief or conception is that government spends

because its officials are greedy and eager to expand existing func-

tions and to inaugurate new ones. Frankness impels me to admit

that some public officials do not resist efforts to expand the activi-

ties of their offices. Nevertheless, in the interest of plain speaking,

we should recognize that the present high level of the cost of gov-

ernment in this country is due to the demand of the people for more
governmental services. Taxes grow out of expenditures; expendi-

tures spring from services, and services result from the enactment

of laws telling the administrative branch of the government what it

must do. Over a period of years we have placed orders for the

purchase of certain definite governmental services. We thought

we wanted them. We believed we needed the quantities ordered.

Now, it seems clear that we ordered too much or too many. It is

no adequate excuse to blame it on our public officials. A satisfac-

tory remedy does not lie in passing resolutions condemning " waste

and extravagance," and demanding that the cost of government be

reduced by so many millions or by a certain percent.

The only sane way of solving the problem is to (1) practice rigid

economy and reduce to a minimum the cost of rendering the ser-

vices commanded by law, and (2) review the orders we have placed

in advance for the services of government, and see which we wish

to rescind entirely or modify in amount. I say this, because in

times like these there is much loose talking and muddy thinking

about this very important subject. I realize, I think as well as

anyone, that government is costing more than the people can afford

to pay. I recognize that taxes are so high that industry is retarded,

business curtailed, home ownership discouraged, and the farmer

deprived of the fruits of his labor. But I wish emphatically to say,

that no substantial, no appreciable reduction in the cost of govern-

ment can be accomplished until and unless government stops doing

some of the things which it is doing, or materially curtails govern-

mental services and activities. Moreover, let me add, that I believe

this can be done without serious detriment or harm to the public

welfare. Let me also add, that much can be accomplished by the

spending officials if they will develop—as I am sure they are de-

veloping—an economic complex.

Some may think there is a one best method of controlling public

expenditures. It mav be thought that by amending the constitution

10
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or by passing a law, this problem may be effectively solved. I am
not so sure about that. On the contrary, I lean to the view that

while an adequate budget and a plan for controlling expenditures
is essential, other things are quite as important.

For instance, experience leads me to believe that a public opinion

based upon a full understanding and knowledge of the facts is the

first requisite. We live in a representative government. Appro-
priating bodies and administrative officials just naturally keep their

ears to the ground. Being the representatives of the people, they
aim to give their constituencies that which they seem to want.

That may be a weakness in our American system. Personally, I

think it is. I believe it would be better if our legislative represen-

tatives were leaders of thought rather than followers of public

opinion as they interpret it. Nevertheless, we are dealing with a

condition, not a theory. So, I say. the first essential in the control

of public expenditures is the development of a sane, intelligent

public opinion in relation to the cost of government. Such an

opinion can be developed only by the concerted action of members
of legislative bodies and administrative officials. Cost accounting

should be invoked. Government accounts should be kept so as to

show what each service costs. Whenever possible, it should be

stated in units of work or of service, or of benefits. Through the

medium of reports, the public press, speeches and otherwise, the

data so developed should be conveyed to the public so that the

people themselves may decide whether a particular activity or ser-

vice should be continued, curtailed, or altogether eliminated.

The second material factor in controlling public expenditures is

that of inculcating in the minds of spending officials the need for

economy. When the administrative officer commences to take pride

in the number of units of work which he can do with a small

amount of funds, he becomes a material factor in controlling ex-

penditures. It is easy for the executive to believe his work the most

important in the entire field of governmental activities. Taken
altogether, that is desirable but it has its disadvantages. It usually

results in increased requests for appropriations, and by a process

of accretion the cost of that particular function of government

mounts yearly. IMoreover, there is always to be found some group

of people who argue that the expansion and enlargement of this

function is essential to public welfare. While iron-clad control

may accomplish much, it is infinitely better to secure the coopera-

tion of spending officials. And, as our experience in New York

shows, that is possible. At the present time we have without ex-

ception a spirit of cooperation on the part of department heads

which has resulted in the voluntary saving of millions of dollars.

No governor and no budget director could have saved a like amount

through means of arbitrary control with so little harm to the
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Important though these matters be, it is essential that a state or

any other unit of government have adequate means of exercising

control over expenditures. First in importance is the budget. That
is the financial plan or program and contains not only the allow-

ances for expenditures but the revenue means of financing.

The question immediately arises as to who should prepare the

budget. In the beginning, in our state—and I take it that is true

of other American states—the budget was prepared by the legis-

lature. I doubt if any well-informed person would seriously con-

tend today that the legislature is the proper authority to prepare a

budget. Responsibility is too much divided. It is virtually impos-

sible to eliminate log-rolling. It is too much to expect that the

members of a legislative body can inform themselves individually

regarding the needs and requirements of the various agencies of

government or the amounts which should be appropriated to carry

on the various functions of government. A budget official with a

trained staff, working full time, finds it difficult enough to acquire

that information. Furthermore, in the last analysis, it is desirable

to fix responsibility and to be able to decide who to blame for an

unwise financial program and who to praise for a wise one. So I

think we may safely conclude that a budget prepared by a legis-

lative body is not ordinarily well designed to control state expen-

ditures.

A second method is that of vesting the budget-making power in

a small group of officials, as for instance, a board of estimate and

control or a iDoard of control. We tried that in New York, and the

plan did not work badly. The board consisted of the governor, the

state comptroller, and the chairmen of the two finance committees

of the legislature. The governor was chairman of the board. That

plan had the advantage of causing the legislature to feel that it

was actually participating in the preparation of the plan which later

it would have to pass upon.

Legislative representatives had an opportunity to present their

views and to help decide what appropriations should be recom-

mended. In a measure it avoided the conflicts which otherwise

might arise between the legislature and the budget-making author-

ity. It is customary, however, in state affairs to place all the blame

for poor financial management on the doorsteps of the governor.

If, then, he is but one of a group of officials who prepares the

budget, he must usually take the blame for the action of the entire

group. Moreover, the governor is the head of the executive branch

of the state government and it is thought that he should have the

privilege of presenting his financial program unhampered and un-

influenced by representatives of the legislative branch. Very much

can be said in favor of that argument. It is very persuasive

with me.
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The third plan is that of the executive budget. That we have in

New York. It is the result of a constitutional amendment prescrib-

ing a budget to be prepared by the governor and submitted to the

legislature early in its session. It has, as I have said, the advan-
tage of definitely fixing responsibility. The governor is required

to invite to the hearings on budget requests the chairmen of the

finance committees of the legislature, but they have no voice in

deciding what shall be allowed and what shall be disallowed. All

such decisions are made by the governor or his director of the

budget. Taken by and large, I am of the opinion that the execu-

tive budget offers the best assurance of adequate control of ex-

penditures.

I shall not undertake to discuss the details of budget-making.

Obviously, there should be a budget staff charged with the duty of

investigating the needs and requirements of the various agencies of

the state government. Itemized requests should of course be re-

quired. Budget hearings should be held and ultimately a budget
report prepared. That report should contain not only the appro-

priations recommended by the executive, but also a revenue plan

for financing the proposed expenditures.

The next important phase of controlling expenditures—at least so

it seems to me— is the appropriation bill. Several years ago it was
thought necessary to enact a highly segregated appropriation bill.

To a very great extent we still follow that plan in New York, not

because I believe it is the best one, but rather because of the re-

luctance of the legislature to make a change. Our legislature is

not fully convinced that the executive budget is preferable to one

prepared by it or by a board of estimate and control. It believes

it should retain some measure of control and that it best can do that

by an itemized appropriation bill.

It is not sufficient, as I see the situation, to attempt to control

expenditures entirely through the instrumentality of the appropria-

tion act. When our appropriation bill has been enacted, no author-

ity for controlling expenditures exists. Not even the governor can

command or legally restrain one of his own appointees from spend-

ing the entire appropriation. He can, and has, used moral suasion,

and with very good results. That is the weakest part of our budget

procedure. I maintain that it is quite as important to control ex-

penditures out of appropriations as it is to exercise great care in

making the appropriations in the first instance. It is virtually im-

possible for any spending ofticial to anticipate twenty or more
months in advance of the close of a fiscal year his financial re-

quirements for that year. The result is that the ofticial plays on

the safe side, and if he errs at all, he requests more than will be

needed. So, too, in the case of the budget-maker. If he must con-

sider a large number of items for each agency, and make an allow-



STATE EXPENDITURE CONTROL 149

ance for each, he is, if he acts conscientiously, just bound to

recommend in the aggregate more than will be needed. It is essen-

tial to have vested somewhere authority to restrain the spending

agencies; otherwise they are too apt to view the appropriation as a

command to spend rather than an allowance to spend. The pres-

ence of unexpended balances in appropriations presents all too fre-

quently a temptation to incur obligations not absolutely necessary.

Put simply, my experience leads me to two conclusions in this

regard. The first is, that appropriations be made very largely in

lump sums, and the second is, that there be vested in the budget-

making authority complete control through the use of departmental

work p'rograms and quarterly allotments. Each of these needs some
amplification.

When I say that I believe appropriations should be made in lump

sums, I mean that even for a large unit there should be perhaps no

more than four items—one for personal service, another for other

maintenance and operation, a third for fixed charges, and a fourth

for capital outlays. It may be desirable in some instances to itemize

the appropriations for capital outlays, especially if they are large

construction projects. Unless appropriations be made in this man-
ner the financial program is not flexible. Take personal service for

instance; if certain positions with specified titles and salaries are

set up in the appropriation act, no change can be made until the

end of the fiscal year. Frequently, because of deaths, resignations

or changes in work programs, it is desirable to change the personal

service set-up. If it cannot be changed it is more than likely that

vacant positions will be filled and an organization not the best per-

petuated. So, too, in the case of other appropriations. Not infre-

quently it is found that all or a part of an appropriation is not

needed for the purpose stated in the appropriation bill. But the

amount so made available cannot be used for any other purpose, no

matter how desirable. I am constrained to believe that anyone who
has had experience with a highly segregated appropriation bill will

readily agree with me that expenditures cannot be effectively con-

trolled by that means.

Let us consider for a moment budgetary control. The procedure

which I deem most effective contemplates that appropriations will

be made in lump sums. When that is done each spending agency

should be required to present to the budget-making authority, a

reasonable length of time in advance of the commencement of the

fiscal year, a work program for the full year. In that program

should be included all appropriations made to that agency. Accom-

panying the work program should be a request for allotments of

appropriations by quarters for the entire fiscal year. The budget-

making authority should consider the requested allotments in con-

nection with the work programs and, if he deems it necessary,
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revise, alter or change the allotments. When his decision is

reached, the budget officer should approve the allotments and notify

the spending agency and the department of the state government
whose duty it is to authorize and audit expenditures. The spending
agency should have permission, whenever by reason of changed
conditions that becomes necessary, to revise its work program at

the beginning of any quarter and to submit a request for the re-

vision of allotments of funds for the remaining quarters of the

fiscal year. The procedure on such a request for a revision should

be similar so far as it relates to review, approval and control, as is

followed in making the original allotments.

Under this procedure it is possible to require spending agencies

to set aside reserves to meet emergencies or to effect economies
because of changed conditions. When that is done the reserves

may be returned and made available for expenditure if such action

is deemed to be in the best interests of the state. It logically fol-

lows that monthly reports should be made to the budget officer,

showing the rate of expenditure. These reports should show the

actual and accrued expenditures against the quarterly allotments.

From such reports the budget officer may prepare graphs so that he

may follow the rate of expenditure at a glance and may at once

note any unusual features.

In conclusion, let me say, that I know of no more difficult task

than that of trying to control or reduce the expenditures in any
unit of government. A plausible argument can be made in support

of every activity, function or service carried on by government.

Every suggestion to eliminate or curtail an activity is opposed by

some group of people who sponsor that function. In much the

same way opposition arises to any effective plan for controlling

expenditures out of appropriations when once made. Spending

agencies are apt to interpret such plans as undue interference with

their prerogatives. Legislative bodies are apt to resent such a plan

as an interference with their powers. It may be argued that a plan

like the one I am advocating, centralizes too much power in a

single officer. Nevertheless, I am constrained to believe that no

effective control over public expenditures can or will be obtained

until and unless financial programs are elastic. And not then,

unless someone is given power to authorize modification and to

grant or withhold permission to spend. By that method responsi-

bility will be fixed and definite. The public will know whom to

praise or to blame.

Chairman Holcomb: We should bear in mind this very highly

interesting and informative paper, and when we come to the dis-

cussion bring up anything that has occurred to any of us.

The second horn of this discussion was thought bv us to cover
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properly expenditure control in its more detailed or localized aspect.

For this purpose we had thought and considered that the United
States Chamber of Commerce had done the most work. I think it

is fair to the speaker to say that he comes here as the chosen repre-

sentative of the United States Chamber of Commerce, which has
devoted a large amount of time and thought to this subject. They
have asked Mr. Fred H. Clausen, of Horicon, Wisconsin, a member
of the committee on state and local taxation of the United States

Chamber of Commerce, to discuss the question which we have be-

fore us tonight—Mr. Clausen.

FredH. Clausen (Wisconsin): Mr. Chairman, Ladies and
Gentlemen : As has been indicated, my real reason for being here

is that I was assigned to this job. The invitation went to the

United States Chamber of Commerce. The president and financial

department went into a huddle and decided to call a signal and I

had to carry the ball. I think the idea was that they wanted some
one who was not technical and who perhaps represented the point

of view of the businessmen who make up the membership of that

organization, and, too, for the purpose of bringing to this great

Association the thoughts and feelings that are now in the minds of

the men who are the taxpayers in this country. I think that that

is my assignment. You have given me as a subject " Recent Ac-
complishments in Expenditure Control." I would modify that sub-

ject perhaps by entitling it " Some Accomplishments and Other

Things that Must be Done to Control Public Expenditures."

THE CONTROL OF PUBLIC EXPENDITURES
FRED H. CLAUSEN

President of the Van Brunt Manufacturing Company,
Iloricon, Wisconsin

I am glad to have this opportunity to participate in a discussion

of what I regard as the subject which holds the key to our present

problems of public finance.

In the minds of business men, the growth of public expenditures

has reached a point where, if we do not control them, they will

control us. The lid of economy that was lifted during the flush

times of the last decade must be found and restored to its place to

function in the national interest.

In this process of restoring economic balance by keeping public

expenditures within due bounds, intelligence and discrimination of

the highest order are required.

It is to be wholly appropriate for an organization with the dis-

tinguished history of the National Tax Association, and for a group

of men whose opinions concerning questions of public finance are

so highly regarded, to devote a session to the single question of

reducing public expenditures.
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Taxpayers generally are not now so much concerned with the-

ories of taxation but they are belligerent and determined that the

sum total of taxes of whatever kind shall be reduced to the ability

of the people as a whole to pay them. The appeal that is made to

arouse the interest of your organization is not exactly a Mace-
donian cry but it is an urge to devote the trained abilities of your
membership to help meet a situation so intricate and compelling.

As a business man, I might have some hesitancy about express-

ing positive opinions with respect to matters of taxation policy.

Such questions are, I grant, debatable. I readily can understand

that different people might support opposite viewpoints with respect

to a particular form or kind of tax. One who is primarily con-

cerned with the effects of taxation upon economic activity well

might have an opinion about an income tax that would honestly

differ from the opinion of one primarily concerned with the appli-

cation of pure principles of political science.

It scarcely seems to me, however, that there is the same room for

differences of opinion with respect to public expenditures. In them,

we are dealing with the aggregate of the cost of government and
not with the means of apportioning that cost among those who must
bear it.

An approximate statement of the situation is sufificient to indi-

cate its seriousness.

Expenditures—Natioxai., State and Local

1890 $ 855,000,000

1903 1,570,000,000

1913 2,919,000,000

1923 10,265,000,000

1926 1 1,623,000,000

1930 13,500,000,000

Per Capita 1890 1915 igso

Federal f4-6o $7.25 $35-00

State 1.22 4.00 14.00

Local 7.73 20.00 55.00

$13.55 $,ii-^5 $104.00

Relate these amounts to the national income and we find that in

1915 one dollar of every twelve earned by the American people was

expended for public service; while in 1930 this ratio was one dollar

to six, and with the depression year of 1932. one dollar of every

three and a half is taken from productive efforts to pay the over-

head of government machinery. No nation can withstand forever

such an increasing drain upon its vitality.
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Economic Effect

The piling of fresh burdens upon old taxes and the constant in-

vention of new taxes is destructive of the individual, family and
business security, which alone can sustain the economic health and
social well-being of our people.

These adverse forces have been in our midst for more than a

decade. Throughout that period, they have been gnawing at our

productive resources, gradually undermining our economic stamina.

I am convinced that they have had a far larger part than generally

is recognized—perhaps a controlling, major part—in reducing us to

our present condition of economic distress. Likewise, I am con-

vinced that the substantial immediate reduction of the total cost of

government—federal, state and local—is an indispensable element

in the restoration of prosperity. Now the day of realization has

come. Now we are beginning to understand the trend of public

expenditures in our generation. We are aware of the fact that not

only many state and local governments, but even the Federal Gov-
ernment, have reached the point at which their current level of

expenditures cannot be financed either by the increase of the rates

of old taxes or by the invention of whole new forms of taxes.

We know that such a condition has many elements of serious

danger.

Similarly, we now have some familiarity with the situation of

the taxpayer. His present position discloses the effect of a crippling

level of taxation in the past, a current burden beyond the reach of

his reduced income, and a plain need for a revision by government

of fantastic notions of what he will be able or willing to pay in

taxes in the immediate future.

Theories of Tax.\tiox and Expenditure

Two primary theories of public expenditures have been struggling

for supremacy. The first one, that the growth of expenditures is

not objectionable when a useful public service can be rendered.

The thought is that high taxes are entirely justified if a proper

amount of added services of government are obtained. Its propo-

nents advocate the interpolation of government to do for people

what they have been doing for themselves. It justifies the increase

of public ownership or public regulation.

In times of prosperity and growing national income this theory

has its inning and the machinery of government grows in com-

plexity and size. In times of depression and falling national in-

come the other theory holds sway. It contends that the city, state

and nation, like the individual, should be thrifty. The duty to

spend frugally and live within your income is just as binding on a

municipality as on any of its citizens.

There is now an overwhelming sentiment that the burdens of

public expense should bear some decent relation to the general
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income of the people who are assessed. The demand now comes to

people in authority in every governmental unit to apply the prin-

ciple o£ the family budget to live within our income.

In a normally orderly country, we can appreciate that tax re-

volts, insurgent mass meetings, and indignant marches on the city

hall or court house, are symptoms of a cost of government so un-

reasonably high that extraordinary and drastic efforts are required

to bring it into line with the realities of our present ability to pay
taxes. Probably there is not a man here who does not know of

some corporation which is paying in taxes more than it is paying

in profits to its owners even in normal years. Probably there is

not a man here, at least from the middle-west section of the coun-

try, who does not know of a dozen farms on w^hich the taxes are

more than the year's cash rent based on prevailing crop and live-

stock prices. Probably there is not a man here who does not know
of scores of cases in which sober, industrious home-owners have

been compelled to forfeit their properties because of their inability

to meet the growing demands of the tax-gatherer. Not alone from

the standpoint of our business life, not alone from the standpoint

of preserving the capital value of property, but from the stand-

point of protecting the great mass of the people from a cost of

government whicli invades the very means of subsistence, w'e are

face to face with a condition which requires our most intelligent

corrective efforts.

Chamber of Commerce Arouses Interest

Nearly ten years ago, business men began to be uncomfortably

conscious of taxes. At first, they thought the trouble grew out of

the aftermath of war. They concentrated their eft'orts on reducing

the cost of the Federal Government and in improving the federal

tax structure. But it was disturbing to see state and local taxes go

up $2.00 every time federal taxes went down SI.00. The downward
trend of government expenditures ceased with the growing de-

mands created by the depression and even that avenue of relief

tvas closed.

Accordingly, in 1926 and 1927 there began to take form in the

Chamber of Commerce of the United States a well-defined move-

ment to enlarge that organization's long-standing interest in federal

fiscal matters and to embrace also an effort to reduce the expendi-

tures and taxes of state and local units of government.

Nearly five years ago. the National Chamber's first special Com-
mittee on State and Local Taxation and Expenditures was formed.

I was a charter member of that committee and I am much pleased

to see on the program here the names of at least three other men

—

Mr. Graves of New York, 'Mr. Edmonds of Philadelphia and Dr.

Fairchild of Connecticut — who have lieen associated with me in

that work from its beginning.
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In my remarks this evening I shall deal primarily with material

which has come within my observation since I have been engaged

in that work with the National Chamber, and with opinions which

I have found in the course of extensive participation in efforts to

control public expenditures in my home state of Wisconsin.

Many Organizations Active

It may be of interest to you to note some of the principal phases

of the rapid extension throughout the country of work looking

tow^ard the control of public expenditures. One thousand local

chambers of commerce are now in action. The National Industrial

Conference Board, our contemporary pioneer, with its invaluable

contributions of the facts of public finance; the Governmental Re-

search Association, with over fifty affiliated bureaus; the National

Tax Association, with its predominant interest in taxation rather

than expenditures; the National Municipal League; the National

Institute of Public Administration and the Institute of Govern-

mental Research are all well established to deal intelligently with

this vital situation.

Note the characteristics of most of those organizations. They
are composed of public officials who had a professional interest in

their work, learned men who had a scientific interest in fiscal mat-

ters, technicians primarily interested in finding truth for its own
sake, or business men who had begun to feel the pinch of excessive

tax burdens.

As taxes on farm lands became more and more oppressive, we
have found agricultural organizations interesting themselves in

matters pertaining to the cost of government and the possibilities

of getting tax relief.

As the values of city real estate began to be undermined by

mounting tax rates, the National Association of Real Estate Boards

and its affiliated local organizations became aggressive recruits to

the movement for tax reduction.

As men of judgment began to wonder whether unborn genera-

tions would honor all the bonds which were being issued in their

name, the Investment Bankers Association undertook its series of

conspicuously valuable studies into the principles which should

underlie the issuance of municipal bonds.

Concerned about the manner in which excessive taxes were lead-

ing to unwise alterations in the country's banking structure, the

American Bankers Association started pointing out in carefully

reasoned reports how wrong taxes hurt banks.

All Taxpayers Now Aroused

Still the movement was made up principally of those with a very

large stake involved. But then, at or shortly after the time of the

stock market crash, the movement to reduce the cost of government
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took on wider proportions. In many states and cities taxpayers'

associations—essentially agencies designed to protest against high

taxes— came into being. Property owners of moderate means

—

rather than simply the owners of larger factories or office build-

ings—began to form branches of real estate boards known as Prop-

erty Owners' Divisions. Several of the agencies of organized labor

started an insistence upon the reduction of taxes.

Within the past year we have witnessed the progress of this

movement to the stage of enlisting wide public and civic interest.

On every side organizations are being formed to deal with ques-

tions of public expenditures in a more or less crusading manner.

I refer particularly to the new National Economy League in New
York and Boston ; the National Association to Reduce Public Ex-

penditures which was launched after a meeting in Chicago in June,

a St. Louis organization of large membership known as The Public

Lie, and other evangelical organizations of the type required to

make a foremost political issue out of high taxes.

Lmprovement LIas Started

What is to come from the application of all of this organized

effort? From one day to another it may not be easy to trace prog-

ress, but to one who distinctly recalls the apathy of the public mind

five years ago, it is obvious that enormous strides must be made.

Lest we overlook them because of their broader character, I desire

to note the trend of some of the changes in underlying conditions

which I regard as quite significant.

First of all, there has been a notable change of ground in the

work of most of these organizations. Where five years ago they

were urging reduction of public expenditures because such action

would be in the interest of efficiency or because it would demon-

strate the possibilities of a democracy being economical, they are

now saying bluntly that taxes must come down because they have

to come down. They are plainly too high. It is no longer a matter

of choice but one of prime national necessity.

A second change that is quite interesting to note has taken place

in what we might call the temper of these voluntary associations.

When they first tried their wings, they were humble. They talked

in generalities. They did not want to offend anyone. In urging

that the scope and cost of government be reduced, they hastened to

disclaim any intention of interfering with necessary services or in

any degree impairing the efficiency of proper governmental under-

takings. There still is no desire to undermine government or to

cripple it, but those who once said that " some classes of expendi-

tures appear to be open to question," now declare, for example, that

" education is costing too much and school expenditures should be

cut 2.S per cent." Spades are being called spades. The several



THE CONTROL OF PUBLIC EXPEXDITURES 157

classes of public expenditures are being frankly discussed under

their right names.

The last, and perhaps the most significant aspect of this transi-

tion, has been the vigorous attack launched upon war veterans' ex-

penditures as such by the National Economy League. Considered

a fixed charge of the Federal Government even as recently as two

years ago, these expenditures now are being cited by chapter and

verse as the point at which at least 450 million dollars might be

saved without doing any injustice to any deserving ex-soldier.

The third change, one largely dictated by the needs of the times,

is in the length of time required to bring about an improvement in

a particular situation. Five years ago, if an organization or a unit

of government became convinced that something should be done

about taxes, the something was rarely action and more often the

appointment of a research commission. Eighteen months or two

years would be spent in study and contemplation. Then, a carefully

guarded report would be submitted in the hope that it might lead

to action. It did not lead to action very often, but that was usually

ascribed to the frailty of human nature. Times, however, have

changed. Today, a city finds that a week from Saturday it will not

be able to meet its payroll, or to borrow more money, or to finance

a maturing bond issue, and it moves with a new tempo to meet the

situation. A night or two of hard work and an acceptable practical

plan has been worked out and actually carried into operation. This

has been true even in the Federal Government where the last Con-

gress, within three months, made a $150,000,000 start toward special

economy legislation which in other years and under other con-

ditions probably could not have been completed in less than three

years, if in that length of time.

Has the pressure of public opinion as manifested in these organ-

ized efforts produced lasting favorable results? I am persuaded to

believe that it has. It is true that they are only beginnings, but

they are substantial enough to justify our renewed and extended

efforts to affect a decent ratio between public expenditures and the

national income. Again I emphasize the necessity for intelligence

and discrimination in analysis and method. Here lies the oppor-

tunity and obligation of your organization.

Signs of Retrexchmext

The estimate of the National Industrial Conference Board for

1929 public expenditures is 13 billion dollars. It is possible to make
a further estimate of 13.5 billion dollars for 1930, which is now
believed to be the peak for any year in our history. The necessities

of continued depression have had some effect during 1931 so that a

reasonable estimate for that year indicates a total of 12.7 billion

dollars.
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Unless the rapidly increasing load of unemployment relief will

prevent, it is possible to estimate a total of 12 billion dollars for

1932. A reduction of 1.5 billion dollars in two years is less signifi-

cant, however, when we know that the reduced amount represents

30'/c of our national income, a larger percentage than ever before

taken from the pockets of the American people.

New debt obligations comprise another factor which shows the

trend of expenditures. We know of the increased requirements of

the national government financed by borrowing. On the other

hand, the total of new state and municipal bonds issued in 1931

—

$1,228,000,000 was less than in any year in the past decade. The
latest figures compiled by the Bond Buyer indicates that new state

and municipal bond issues during the first four months of 1932

were 42% less than the corresponding months of 1930, $324,000,000

as against $560,000,000.

If this debt trend continues through the year our states and
municipalities will have issued a smaller amount of new bonds than

they retire. That is the first break in the debt dike. It is the be-

ginning that has to be made toward reducing the excessive propor-

tion of state and local budgets required for debt service.

Public opinion is really beginning to assert itself and that is our

hope for action by legislative bodies of a fundamental and sub-

stantial character.

FUXDAMEXTAL ECONOMIES XoT YeT HeRE

My discussion does not afford adequate opportunity to examine in

detail a number of state and local situations in which effective

economy issues have been started. I hope that other addresses and
the subsequent discussion may bring to your attention the details of

substantial retrenchments effected during the past year in New
York, Michigan, California, Indiana, IMississippi, Ohio, Massachu-

setts, Wisconsin, and, in perhaps smaller degree, in many other

states with respect to which I do not have specific information.

Likewise, I believe we all would derive some satisfaction from
learning of the measurable progress in such municipalities as Chi-

cago, Detroit, Philadelphia, Buffalo, Tacoma, Indianapolis, Mil-

waukee, Cincinnati, Akron, Fort Wayne, and not less than 500

other cities and towns which might be mentioned by name. At the

same time, we must note the reduction of the federal budget for the

1933 fiscal year to a figure nearly one billion dollars under the

total normal and extraordinary expenditures shown in the 1932

fiscal year ended last June 30.

All of our expenditures do not melt immediately under the

withering fire of economy drives. Some of them are embedded in

our constitutions or in laws which can be changed only with diffi-

culty. Others require more deliberate corrective processes, but in
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the main those expenditures which can be dealt with in short order

are the ones that have received attention. Fundamental economies

are yet to come. Until these are made there is no occasion to be

satisfied with our accomplishments.

For the most part we have had reduction in the quality and

volume of public service rather than in the number of public func-

tions undertaken. By that I mean that we have not yet corrected

basic functional difficulties. Instead, we have palliated them. In

the matter of personnel, for example, the cutting of salaries has

been rather general but the elimination of unnecessary jobs or

offices, or government services, has been the exception rather than

the rule.

There have been few far-reaching reorganizations of state or

municipal governments. Instead, there has been a great deal of

penny pinching in particular expenditures. Although North Caro-

lina and Virginia have made governmental changes in the division

of functions between state and local governments, most of the other

states have sought to achieve the same end by less striking adjust-

ments. For example, where Xorth Carolina at one operation ab-

sorbed all roads into a state system to be financed from revenues

other than property taxes. Indiana and ^Michigan hesitated at such

a step and followed the alternative course of turning large grants

of state highway funds back to local government for continued

local road administration.

AX.\LVSIS AND Sf.LFXTIOX OF SERVICES

Retrenchments so far made are for the most part horizontal and

not selective. Salaries have been reduced usually by a given per-

centage or by a percentage scale graduated to size rather than

through wholesale reclassification of all schedules. In a depart-

ment of state government, for example, the appropriations of all

bureaus have been scaled down by a given percentage rather than

by eliminating one or two bureaus entirely, cutting one or two

more sharply, and leaving the most necessary activities with their

former volume of support. In our great metropolitan regions

afflicted with surplus taxing units, the order has been to reduce by

some scale the appropriations for all existing units rather than to

undertake the more valuable and enduring reform of large-scale

reorganization.

The case in this respect is fairly well illustrated by events in the

past six months in the Federal Government. Had political factors

not been so influential, we reasonably might have expected that

savings far larger than those actually realized would have been

effected in one or two departments alone. The Congress—and one

scarcely can criticize it for being responsive to the very real politi-

cal pressure exerted upon it—chose to do a little trimming every-

where and to institute a complicated scheme of pay reductions
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through furloughs, rather than to crash forthrightly into the pal-

pable abuses of veterans' legislation; the large scale of patronage
cost in the Post Office Department; the functions of doubtful pro-

priety in the Departments of Agriculture and Commerce; the un-
necessary army posts and naval shore stations in the W'ar and Navy
Departments; the numerous and questionable array of independent
establishments; and the liquidation of the much criticized Farm
Board.

Overwhelming as may appear the burden of debt and expendi-

tures on the productive income of the people. I am encouraged by
the belief that we are beginning to cope with it with intelligence

and determination. The inescapable forces of public opinion are

now storming the citadels of waste, inefficiency, extravagance and
improper extension of governmental activities.

It can be said that we are one-third through our economy fight.

If we have identified our objective and are prepared to go through,

it is a real accomplishment. My greatest concern now is that we
will go into winter camp with the forces of good government and
let pass the opportunity to achieve. I would rather believe that the

stern demands of a people's necessity will urge us on.

It would not be proper to close this discussion without some sug-

gestions from a " layman " as to lines that should be followed.

In the federal establishment, the economy steps already taken

have been tentative and temporary. ]\Iost of the limited retrench-

ments made lapse with the current year and further action depends

on future legislation. The Chamber of Commerce of the United

States, through a special committee report submitted six months
ago, was bold enough to indicate definitely a demand for a reduc-

tion of $500,000,000 in the national budget. To some this seemed

an extravagant demand and impossible of accomplishment.

In the few months that have passed, further consideration by

national organizations and public men have enlarged this demand
to one billion dollars with detailed specifications given. It is cer-

tain that if Congress and the administrative officers of the national

government are to accomplish this desired end they must approach

the problem by establishing the fundamentals of government ser-

vice. Wage and salary cuts or percentage reductions in appropria-

tions will never provide the equation. The argument that the major

portion of national expenditures is uncontrollable has no place in

our economy. A brief comparison of the annual growth of these
" uncontrollable " items brings its own answer.

In the last analysis the people of the country, as a whole, do not

want to pay for more services of government than they can afiford

to have. Government in business and bureaucratic paternalism will

go when there is a realization of the cost.
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FUXDAMEXTALS OF GOVERNMENT CONTROL

Permit me to indicate some of the items of national expenditure

that must submit to clinic investigation to determine their proper
functions in the body politic and to eliminate foreign substances.

1. Government aids to states, their extent and their necessity.

2. Functions of national government that should be surrendered

to states to avoid both duplication and paternalism.

3. National highway programs, their limitations and rate of

progress.

4. Public works, public buildings, their justification in productive

values; unemployment relief and ability to pay for them.

5. Elimination of manufacturing and business operations that en-

croach upon and interfere with private enterprise which is

taxed to support its own competition.

6. Modification and reorganization of the Post Office Department
to eliminate unnecessary services and bring its operating cost

within due bounds of its revenue.

7. Resist the growth of departments, such as Commerce and .Agri-

culture and re-examine the functions already performed.

8. Establish the principle that war veteran benefits shall be pay-

able and relief granted only for actual losses sustained as a

result of war service and no other.

9. Increased efficiency of the national budget control through

modified methods of appropriation and expenditure.

St.\te and Local Problems

In the control of state and local expenditures we have similar

problems. They make up 70% of our total national budget and we
have a more intimate knowledge of them or are rapidly acquiring it.

In many respects the same problems must be solved. Some few
states in recent years have reorganized their methods of adminis-

tration to provide some measure of control, but state legislatures

have yet to establish that measure of authority and responsibility in

administrative officers that will permit ample expenditure control.

It is interesting to note that New York as a state is doing some-

thing about it. Our friend, ]\Iark Graves, has been identified with

a development in that state which has reduced expenditures from
$300,000,000 a year ago to $265,000,000. Further retrenchments

are indicated with proper legislative action at the next session.

Other states, in some degree, have acted to curb expenditures but

the same lack of fundamental consideration exists as in the affairs

of the national government. More than two-thirds of the journey

is yet to be made.

The time is now near at hand to build up city budgets and the way
is open for our citizens to establish their contacts with their repre-

sentatives who measure the extent of their local expenditures. Will

11
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they be content with the cursory horizontal process, which will cut

off a percentage here or there? Rather will they insist on selection

and elimination of relatively less important services of government.

Nothing less than this can be considered or will suffice.

I admit the difficulties encountered in uprooting any department

of government after once planted. There seems to be a sense of

vested right by those who occupy public positions and any attempt

to question the value or necessity of their service is strongly re-

sisted.

An examination of fundamental principles of state, county and

local organization should include the following:

1. Extent and advisability of state aid to local units of govern-

ment.

2. Consolidation of taxing units to provide economy, to avoid

duplication and establish better administration.

3. Analysis of commissions, bureaus and departments to select

essential services.

4. Unification of highway construction and maintenance.

5. Reorganization of educational systems to promote a balanced

program with due stress on the essentials of education.

6. An examination of the field of taxation to determine the kinds

- of taxes most suitable to be levied by national, state and local

units of government.

7. Establishment of definite public interest in the process of mak-

ing budgets and better control of expenditures after appro-

priations are made.

These are some of the fundamental problems that must be solved

if we are determined to travel the final two-thirds of our journey

until w-e reach the goal of a proper balance of public expenditures.

As time goes on, I share the hope expressed by many others here

that the National Tax Association will continue to become more

and more a forum for the discussion of problems and the arrival at

conclusions pertaining to the control of public expenditures. Taxes

are the price we pay for the services of government. You will

continue your efforts to perfect systems, forms, rates, and adminis-

trations of taxation, and I am sure you can be depended upon to

renew and enlarge your interest in the control of the cost of gov-

ernment.

Chairm.\n Holcomb: You are surely deeply interested in what

has been said. Now, the meeting is open for discussion under the

seven-minute rule.

Philip Zoercher (Indiana) : I am not going to tell you about

the Indiana plan, but the Indiana plan is still there. I was inter-

ested in the point that Mr. Gushing made. Mr. Gushing said in
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Cook County there are 417 taxing dstricts. Recently Senator

Hicks, secretary of the Illinois Tax Commission, issued a pamphlet.

I don't know how many of you tax commissioners received copies

of that, but it was certainly very illuminating and very interesting

to me. It showed that Illinois has 102 counties. Eighty-six of

these 102 counties have township and county government, 16 of

these counties have only county government; and then he makes a

comparison and analysis of the cost of government in the 16 coun-

ties compared with 16 counties that have townships, and I remem-
ber particularly two counties, Clinton County and Perry County.

Clinton County, Illinois, has 15 townships and Perry County has no
townships. The population of Perry County is 1400 more than that

of Clinton County; in other words. Perry County has 22,700 popu-

lation and Clinton County has 21,300 population. The cost of gov-

ernment—just the ordinary cost of government—outside of roads

and schools in Perry County is $60,000 less than in Clinton County.

If the cost of roads and schools were added to it, there would be

still a greater saving in Perry County than in the other. He savs

in his report, if you go into Perry County ^'ou will find there that

the people seem to be governed just as well as in Clinton County;

they are just as happy and just as contented as they are in Clinton

County; and of course they are $60,000 ahead, and they are that

much ahead because of the fact that they have less units of gov-

ernment.

That just reminds me that three years ago we met at Saranac

Lake, and those of you who were there will remember when the

governor of the state of New York talked to us and called atten-

tion to the fact that the time had come for reducing the number
of officials. You remember what he said ; I shall never forget it.

He said. " Xow, what I am going to say I was told not to say,

because it would not be popular, because it would reduce the num-
ber of officials;" and yet, if it was true then, it is true now; and

if we have this practical illustration and demonstration by Senator

Hicks, the secretarv of the tax commission of the state of Illinois,

putting it graphically right before us, it seems to me that there is

something that we can get out of that; that we can reduce the cost

of government in every state of the Union, and especially in those

of the states where we have the great units of government that we
have in some of these northern states.

Edward P. Doyle ( Xew York) : I have heard a great deal

about service demanded by the people. The people don't make
demand for these services. I read in the Xew York Sun that one-

quarter of the entire budget of the city of Xew York of seven

hundred millions was the result of propaganda of only a few indi-

viduals, civic associations, welfare associations, one item of eighteen

millions of dollars by one w^oman alone, in fact by a newspaper

;
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another of sixteen million dollars by one man. In. fact, that one-

quarter of the budget of the city of New York is due to systematic

paid propaganda.

One of the unfortunate things in tliis country is the reprehen-

sible habit of rich men, between the ages of fifty and sixty, dying

and leaving large fortunes to weak-minded widows who are desir-

ous of publicity. It is easy to go to them to get them to back some
proposition, saying the people want this and want that. The gov-

ernor said he would not give any help to real estate in the local

municipalities because they were too extravagant.

Xew York City increased seven times since 1909 in its budget,

and the state increased twenty-seven times. When I told him that,

he said that was the demand of the people. Now, it was not the

demand of the people at all, and I told him who the women were

who made a large part of the demand. He had to laugh about it.

They just do that; they organize these propositions for child wel-

fare and old-age pensions, and for five-cent fare in the subway,

and for new parks. Now, the market proposition in New York

—

that market was the result of one woman, who called herself the

head of the Consumers' League, and that market cost thirty-seven

millions of dollars, and she got a job at the same time for $7500 a

year, which she has now held for fourteen years. It is not the

citizens; it is this organized propaganda that we have to stop.

yiR. Ringer (Illinois) : The gentleman referred to Senator Hicks.

I want to say to this organization that Senator Hicks long looked

forward to attending this meeting. He has been getting up a lot

of statistics for our organization ; but he was taken sick with

pneumonia and he has been in the hospital for several weeks.

He was very sorry he was unable to attend. He and I were com-

ing down here together.

J. H. Parmalee (director. Bureau of Railway Economics,

\\'ashington, D. C.) : I am here attending this conference as a

representative of the American Railway Association and the Asso-

ciation of Railway Executives, two outstanding national organiza-

tions of steam railways in the United States. The railways have

followed the policy for several years of sending unofficial observers

to your conferences, with instructions to listen-in to see what might

be said on behalf of the railways and the taxation problem as it

concerned the railways, and in a general way to get educated on

this question of taxation. Mr. Clausen, whose address I listened

to with tremendous interest this evening, as you all have, has so

well stated the general problem of taxation that the remarks I shall

make, to cover the more particular phase of taxation as it rests on

transportation, may seem to be unnecessary, but I ask your indul-

gence to present some statistics which will show the ])urden of

taxation on the steam railways.
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The cost of government in the United States is borne, rightfully,

by the people. Various means have been devised so to levy taxes

on property and on income as to reach a fair proportion derived
from each individual in accordance with the benefit he derives

from government and in accordance with his ability to pay for

government.

Total tax collections have increased greatly since 1890. In that

year the combined federal, state, and local per-capita tax averaged
$13.88. This increased to ?22.66 in 1913 and, due to the World
War, rose sharply to $81.68 in 1921. Per-capita collections dropped
slightly below $70.00 in each of the years 1922 to 1925, but since

that time have increased gradually each year^ until they reached
$83.33 in 1930 and are stated to have exceeded $100 in 1931. far

above the wartime average. It is evident that our general tax

burden is too heavy and must be reduced.

Our present system of taxation is the result of evolution engi-

neered by the progress of civilization. As nearly as can be deter-

mined, the poll tax was the earliest levied. This was followed by
the general property tax, then by production and commodity taxes,

still later by the income tax, corporation taxes, etc. until at the

present day we have many different varieties of taxes.

Under the general term taxes, however, are frequently included

two entirely separate types or classifications. One type is that tax

which is a compulsory contribution from the individual to the gov-

ernment to defray the expenses incurred in the common interest

of all, without special reference to special benefits conferred. The
other type is more nearly of the nature of a fee, or rental, which
is levied on individuals or groups of individuals for services ren-

dered by the government from which a special benefit is received,

and which in theory should be commensurate with the benefits

received.

In any discussion of the taxation of transport agencies, this dis-

tinction between the two types of levy must be kept clearly in mind.

If taxes paid by transportation are not commensurate with the gen-

eral benefits received by them as related to the benefits received by
the community in general, and if the fees paid by them are not

commensurate wnth the special benefits received, then they are in-

equitable taxes. They may be too high, or they may be too low.

Taxes and fees levied on transportation agencies should be related,

as nearly as may be, to the general and special benefits which they

receive.

The Burdex of T.xxation upon the Railw-^ys

Much could be said regarding the present distribution of the tax

burden. Many forms of taxation in use today were devised years

ago, and in some cases have not been revised to meet changing

conditions. It is not my purpose to go exhaustively into this phase
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of the question. I am concerned primarily with the present burden
of taxation upon the steam railways of the United States.

The railway industry today represents a property investment of
approximately 26 billions of dollars. Under normal conditions, the
plant represented by this investment produces gross revenues in

excess of 6 billions of dollars annually. The amount of net revenue
varies in accordance with general business conditions. When busi-

ness is prosperous, railway net income is at fairly high levels.

When business conditions are poor, railway net income shrinks

rapidly to levels incommensurate with the investment represented.

From 1925 through 1929 net railway operating income exceeded a

billion dollars each year, the peak being reached in 1926. when
Class I railways had net railway operating income aggregating
$1,213,090,000. This was the equivalent of a rate of return on
property investment, including materials, supplies, and cash, of 4.99

per cent.

Keeping in mind these figures regarding the extent of the finan-

cial investment and the earnings of the railways, it is easy to see

why taxing authorities look upon the industry as an excellent

source from which to obtain funds for operating the government.
Years ago the theory developed that ability to pay rested where
values lay. The railway industry certainly represents a large in-

vestment value, although the ratio of its gross and net earnings to

its investment is far below that of many other industries. Further-

more, railway property is located in. or operates through, every

state and nearly every county and town in the United States.

These rail properties are tangible, and easily found for taxation

purposes. Small wonder that the industry has been saddled with a

relatively large share of the total tax bill of the country. The
amount of taxes paid by the railways has climbed almost steadily

upwards, particularly since the close of the War. Today the in-

dustry faces a real problem in meeting the annual tax demand,

particularly in the two and one-half years since the beginning of

the present depression.

I submit now a picture of the amounts the railways are called

upon to pay annually in the form of taxes, and their ability to meet

these payments. A clear understanding of this and other railway

problems is essential to the ultimate financial recovery of the in-

dustry. The railways sell transportation service. Adequate and

efiicient transportation service is a vital part of the economic struc-

ture of any country. The railways have in the past furnished, and

are today furnishing, the people of the United States this type of

service. They can continue only if their several financial obliga-

tions do not become an overwhelming burden.

The following statistics deal with railways of Class I. excluding

switching and terminal companies. Class T railways are those hav-
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ing gross operating revenues of $1,000,000 or more annually. These
companies earn over 97 per cent of the total operating revenues of

all railways combined and operate approximately 95 per cent of the

total mileage.

At the close of the year 1931, Class I railways operated 242,176

miles of line. These lines extend to every section and state of the

nation, enter the principal cities, and pass through townships,

counties and municipalities of all sizes and descriptions. Every
mile of this extensive system is subject to taxation; every dollar

earned by these lines is subject to taxation.

During the year 1931 the railways paid state, local and federal

taxes amounting to $303,528,000. In 1930 the amount was $348,-

554,000, and in 1929 it was $396,683,000. The decline in 1930 and
1931 was due wholly to the shrinkage in rail earnings and not to a

lessening of rates.

In considering the amount of tax payments, especially in com-
parison with earlier years, 1931 is not a good year to use. Reve-

nues, particularly net revenue, v.ere at an extremely low point in

that year, and the amount of taxes paid on revenues naturally de-

clined sharply. The year 1929, when considered on the basis of

actual amount of taxes paid, was the peak year and offers a more
accurate basis of comparison with earlier years than does 1931.

I want to go back to 1890 by decades and show how the amount
of taxes paid by the railways has increased in comparison with the

increase in operating revenues. Therefore, the comparison of

earlier years will be made with the year 1929.

Between 1920 and 1929 railway operating revenues increased 1.0

per cent; taxes increased 39 per cent. Between 1910 and 1929

revenues increased 127 per cent; taxes increased 311 per cent.

Between 1900 and 1929 revenues increased 329 per cent; taxes in-

creased 806 per cent. Between 1890 and 1929 revenues increased

506 per cent; taxes increased 1251 per cent.

In 1931, 31.6 per cent of net operating revenues went for taxes.

In other words, 31.6 per cent, or nearly one-third, of the railway

plant was engaged in 1931 in producing enough net earnings to

enable the railways to meet their taxation requirements. This

means that 76.600 miles of line, with 399.000 employees, 17,800

locomotives, 730,000 freight-train cars, 16,500 passenger-train cars,

and other railway facilities, were working solely for government.

The remaining part of the facilities of the railways had to earn the

interest on the whole rail investment, including both the facilities

devoted to paying the taxes and all the other facilities.

During the first six months of 1932, tax accruals took 46.5 per

cent of net operating revenues.

In 1921. five cents out of every dollar taken in by the railways

in the form of revenue went for taxes. In 1931. lYx cents out of
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every revenue dollar were absorbed by taxes, an increase of 45 per

cent over the ten-year period. This ratio increased again to 9.3

cents per revenue dollar during the first six months of 1932.

This alarming increase in the relative burden of railway taxa-

tion, if permitted to continue, will soon find the railways working
solely to meet their tax accruals, and will leave the owners of the

industry little or no return on their investment.

Summarizing the above figures, it is apparent that the railways

must meet large tax accruals annually, averaging in the last five

years close to $1,000,000 per day. Secondly, 7% cents out of every

dollar taken in by the railways in 1931 as gross revenue went for

payment of taxes. Thirdly, about 2)2 per cent of the net revenue
in 1931 went for taxes. Fourthly, taxes have increased at a much
greater rate since 1890 than have operating revenues.

What about the ability of the railways to meet these tax demands ?

The railway industry is subject to rigid regulation from the Federal

Government. State governments also regulate railway lines within

their boundaries. The Interstate Commerce Commission can and
does pass upon the " reasonableness " of railway rates. In effect

this amounts to a situation in which the railways themselves have

only partial control over the price of the goods they sell. Further,

according to the law regulating interstate commerce (Transporta-

tion Act, 1920) railway earnings are limited to a " fair return
"

on property values. One-half of the amount earned in excess of

six per cent is subject to recapture by the Federal Government.

The railways therefore are not in position to build up reserves in

prosperous times to tide them comfortably over periods of depres-

sion. The result is that the railways find themselves in financial

difficulties as pften as traffic declines substantially.

You will realize the extent to which the rail industry has been

called upon to retrench its position when I point out that operating

revenues were 2>2>.2) per cent less in 1931 than in 1929. This meant

the loss of over $2,000,000,000 in annual revenues. There was a

further decline of 26.8 per cent during the first six months of 1932.

If this downward trend continues throughout the year 1932, this

will increase the annual revenue loss by another billion. To adjust

the finances of an industry, barely earning its way, to meet the loss

of three billions of revenue a year is a mammoth task. The rail-

ways have done their best, but have been unable to fully meet the

situation. They cut operating expenses in 1931 over $1,250,000,000

under 1929. Taxes have not been reduced in anything like this

proportion. The time is ripe for a readjustment of taxes to meet

the changed conditions of the times.
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Where Railway Taxes Go

I have stated that the total railway tax was greatest in 1929,

when it amounted to $396,683,000. declined in 1930 to $348,554,000.

and in 1931 to $303,528,000. This decline is more apparent than

real, because it has occurred principally in the federal tax on net

income, whereas state and local taxes on property have continued

to rise. The federal railway tax amounted in 1929 to $90,691,000,

declined to $40,986,000 in 1930, and to $10,404,000 in 1931. Ex-
cluding certain foreign taxes, state and local taxes of all kinds on
rail property and income increased from $306,570,000 in 1929 to

$308,221,000 in 1930, in the face of a decline in gross and net

revenues. Between 1930 and 1931 state and local taxes declined

from $308,221,000 to $293,100,000, careful analysis showing that

the declines occurred principally in those states that levy a special

transportation tax on railway gross or net earnings. If statistics

were available to segregate these state revenue taxes that fluctuate

with earnings. I believe the remaining state and local taxes on rail

property would show a continuous increase in 1931, and even this

year, 1932. despite the critical financial position in which the in-

dustry has recently found itself. Fourteen states and the District

of Columbia increased their total railway taxes in 1931, including

such important states as New York. Texas, and New Jersey.

These local taxes paid by railways go to defray the general costs

of government, for schools, and for the construction and upkeep of

highways on which their competitors operate. Assessments made
against the railways for the cost of eliminating grade crossings,

amounting to $30,000,000 per year, are not here included, but are

also in the nature of a tax levied to assist competitors.

It is contended by many that only one-half the states levy a state

tax for highway construction and maintenance. But the majority

of states have issued bonds for that purpose, and the railways are

taxed to pay the bonds and the interest on them. Furthermore, the

railways pay road taxes in practically every county of the United

States.

This is indicated by a study recently made in Virginia, covering

the year 1930. where the steam railways paid a total of $7,455,673

in that year. This was collected as follows

:

By the state :

Gross revenue tax $2,423,991

Rolling stock tax 1,151,634

Intangibles and money 148,027 $3,723,652

Town and city taxes 1,276,095

Count}^ and district taxes 2,455,926

Total $7.455-67.i

The local rail taxes collected by counties and districts, aggregat-
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ing $2,455,926, was 16 per cent of the total amount of taxes col-

lected from property of all kinds, and was distributed as follows

:

School tax $1,224,337 49-9%
Road tax 673,552 27.4

Other purposes 558,037 22.7

'I'otal $2,455,926 100.0%

More than a fourth of the local taxes paid by railways in Vir-

ginia are thus specifically collected for highways, and a consider-

able amount of the state tax must also find its way into roadwork.

It is clear that railways pay all their own expenses, including

the maintenance of their own highways— their rights-of-way and

tracks— and in addition are required to contribute generously

through taxation to construct and keep up the roadways for their

principal competitors. Their taxes are taxes in the real sense of the

word, and belong primarily to the first type of taxation I have

already defined.

The taxes paid by automotive operators belong partly in this

same class, but principally, as to license and registration fees, and

as to the gasoline tax, belong to the class of special fees and rentals.

In the broadest sense, this type of levy is not a tax at all, but a

payment for the use of public property, the highways.

Railway and Automotive Transport Taxes

The tax on transportation in the large sense may be divided into

two classifications : taxes in the narrower sense, and fees or rentals.

The general property tax paid by railways and other transporta-

tion agencies is an example of the first class ; motor vehicle license

fees and gasoline taxes are examples of the second class.

It is frequently asserted that motor vehicles pay relatively higher

or lower taxes than railways, as the case may be. The fact is that

taxes paid by neither of these industries can be compared directly

with each other. The important question with respect to either in-

dustry is not whether it pays more or less in taxes, or fees, or

rentals, than some other industry, but whether it in fact pays its

own way, and in addition contributes its fair proportion to the

upkeep of government. Having ascertained whether it does or does

not, the final determination of policy is whether it should pay its

own way, if not now doing so.

With respect to the railways, they clearly pay their way. They
own their own right-of-way and maintain it, and in addition pay

heavy taxes, all of which go toward the several costs of gov-

ernment.

With respect to commercial motor vehicles, the question is not

so easy to answer. They pay property and income taxes. Their

right-of-way—the highways—is supplied by the public, and they pay
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certain special taxes intended to contribute toward the cost of high-

way construction and maintenance, insofar as they may be regarded

as responsible for that cost. Do commercial motor vehicles meet
the highway costs they create, through the special taxes they pay ?

The answer has not yet been developed with accuracy, for the

country as a whole or for any one state, but it is a significant fact

that during the years 1923 to 1930, without taking into account the

more than six billions of dollars expended on city streets, which
furnish untaxed and relatively free terminal facilities for highway
transportation, motor vehicle taxes have fallen short by SS.IOO,-

000,000 of making up the funds available for the improvement and

maintenance of the highways.

The English government recently approached this problem of

rail-and-road taxation, through a special committee of railway and
automotive representatives appointed by the Minister of Transport,

with Sir Arthur Salter as chairman. The unanimous report of this

committee, dated July 29, 1932, recommended that motor vehicles be

charged with the total cost of highways in Great Britain, and that

the charge be allocated to the several classes of vehicles on a basis

resting equally on ton-miles and on gasoline consumption. This

recommendation, if adopted and put into effect, would considerably

increase the license fees of the heavier commercial vehicle.

There is still another phase of the matter. Funds for highway
construction and maintenance, whether derived from property taxes,

from license fees or from gasoline tax receipts, are in essence

private property taken by the government and transformed into

public property. The highway is public property, and as public

property it pays no taxes to the government, whether federal, state

or local. In the eight years from 1923 to 1930, inclusive, this trans-

formation from private property to public property in highways
and city streets has amounted to about $18,675,000,000. Here is a

tax-free fund. The basis of private property has been narrowed
thereby and, obviously, if government revenues are to be main-
tained, rates of taxation on the remaining property must rise. How
far can we afford to go in this direction ?

The same principle applies to government expenditures for the

improvement of waterways. The capital expended for these im-

provements, being public property, afford no source of government
revenue.

It has been my purpose to bring this situation to the attention of

the National Tax Association in order that its members, who are

interested in, experienced with and are experts in taxes should give

it their serious consideration. It is clear that we have been moving
by means of taxes gradually toward a socialization of transporta-

tion facilities. How far should we go ? Where must we stop ?

What is to be our governmental policy?
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Charlks D. Rosa (Wisconsin ) : I rise to add a little suggestion,

as far as Mr. Graves' paper is concerned, and that is this: ]\Iy

experience with the department for eleven years has convinced me
that the very desirable thing advocated in that paper, and also

advocated by Mr. Clausen, of cutting down the appropriation after

it is made, cannot be made by a budget director as a budget director

is now constituted. That is because the ordinary budget director

relies upon reports and figures and books rather than upon an

intimate personal contact with the problem itself. If I could not

have two men, I would much prefer to have a director of adminis-

tration in the state, whose duty it would be to go out from the

executive office into the various departments of the state govern-

ment and become intimately acquainted with what they are doing;

and invest him with the power of advising and cutting and direct-

ing the administration of the department along the lines of efficiency

and economy. I have said at various times in the past, in Wis-

consin, that I think if I were given that job I could save the state

a whole lot of money. I know it could be done with our own de-

partment. We have a three-man department, so don't lay it up

against me if I do not do the things I am advocating in our

department as a whole. Incidentally I do not believe in three-men

departments or five-men departments. In the field of administra-

tion I am thoroughly convinced that the one single head or direc-

tor, who can be held responsible for what the department does, is

the only system. I am firmly convinced that any improvement

along the line of economy and efficiency and cutting out the un-

desirable and keeping the desirable, in government, must come

along this line. You cannot do that in a department from the out-

side ; and almost never do you get the cooperation of the depart-

ment when it is attempted from the outside.

Chairm.\x Holcomc: Anything further?

W. H. Blodgett (Connecticut) : I think that every one has wit-

nessed within the last two or three years the onrush of public

opinion to reduce salaries of officials and employees of local gov-

ernments on a percentage scale. I have seen our Chamber of

Commerce in Hartford interest itself in that, in a way, although

they have not been imbued with it so much perhaps as has the

public as a whole. Recently I took occasion to examine the con-

dition of things in one of our smaller cities, a city of about 28.000.

I found there a tax collector charged with the duty of collecting

—

if my memory serves me correctly—about $450,000 a year. Now,
he had a myriad of small accounts. There was much tax delin-

quency there. I inquired with respect to his salary. He told me
he was paid the munificent sum of $1000 a year for his services.

Now. as a fact, no mortal person can go into that community and
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assume the obligations which he is called upon to discharge, no

matter what his salary is, and do it alone. It cannot be done.

In another city of about the same size, the commissioner of

charities was carrying on single-handed fashion, attempting to dis-

charge obligations that no person could perform with any measure

of satisfaction to himself if he had any intelligence at all. Now,
this man was a capable person. It is shameful to tell what com-
pensation the city allowed him for his services. Both of these

cities proposed that salaries in that community should be reduced

ten per cent. In other words, these cities through all the years,

through the fault of the citizens themselves and the endeavors of

their people, have gone on and debauched the finances. That is

what has gone on until they have about exhausted their borrowing

capacity, and accumulated uncollected taxes, and now they propose

in one case to charge this tax collector, who gets one thousand

dollars a year, for some portion of the difficulties of the city, and
in the other they propose to charge the charities commissioner with

some measure of the responsibility of the financial pilght of that

city. I submit, therefore, in looking this over, that in reducing the

salaries of these municipal ofiicials, it is particularly important that

some measure of intelligence be applied to the problem. There

must be discrimination in most of the things we attempt to do,

even in public life, where some people think no brains whatever are

required. My judgment is that the program has gone forward to

reduce efficiency and increase inefficiency alike, paying no atten-

tion to the striking off of the payrolls what is called " gravy," and
that this will do more harm in the end to municipal government

than is going to be restored in another generation, or at least a

decade or two.

I submit that the way to go about that task is to make a survey

of those cities to find out where the ailment exists, and not slap a

plaster over the entire body of employees in the city. That will

do harm. It won't do any good that is lasting, and I am sure

of that.

I am greatly interested in the papers read by my friends, Rosa,

from Wisconsin, and Graves of New York. I am wondering

whether we are really going to get anywhere in municipal manage-
ment, and particularly in this country, until we get off on the right

foot. What we do is to elect our municipal ofiicials every year or

every two years. As soon as one set gets into office, whatever

party it is, they begin to shape the course of the municipality to

carry the next caucus and the next election. Now, I have been

through all sides of this business. I am fairly practical in politics;

but I have always believed that good business is good politics, and

that those who conduct public business the best are ultimately going

to find their w-ay through the greater portion of the time. That is



174 NATIONAL TAX ASSOCIATION

the confidence I have so far as that is concerned. .
But, I do not

believe we are going to make lasting progress or substantial prog-

ress with respect to local government until we elect our ofiicials

for a sufficient length of time so that they may go ahead and func-

tion and perform their duties without regard to tlie immediate

election or the election two years hence.

F"r.\xklin S. Edmonds (Pennsylvania) : The hour is late but I

would like to say a word of encouragement to Mr. Clausen and

Mr. Doyle and those who have taken the same point of view.

Recently Doctor Thomas S. Adams was asked to prepare a report

on taxation for the President's Home Owners' Conference, that was

held in \\'ashington last December. In that report, which may not

have reached each member of this Association, there is a very in-

teresting statement that I must say has given me a great deal of

encouragement. The report directs attention to the fact that after

the depression of 1873 to 1879 there was a period of twenty years

during which time the program of the Federal Government became

comparatively stabilized. There was little or no increase in taxa-

tion. There was an increase in surplus down to about the time of

the Spanish-American War. The report then goes on to consider

the statistics of the states who have had their fiscal afifairs so

organized that a comparison could be made of that same twenty-

year period, from 1879 to 1899, and it shows precisely the same

thing for the states. The report then goes on to consider local

government with respect to that same twenty-year period. Again

the figures are hard to find. There are fewer local governments

that can be used as a basis for comparison, but I do recall that in

my own city of Philadelphia, in the thirty-one years following 1882,

we had the same tax rate, never a change; and there are many of

us who live in Philadelphia at the present time who wish very much
that the halcyon days of that thirty-one year period might be re-

stored. But, the study shows that even in local government, for

the twenty years following the period of the depression, there is

again a general stabilization of program. A slight expansion takes

one over surpluses from ordinary revenue, tax rates maintain the

same steady, stable basis; expenditures move on a stable basis;

and that continues for a twenty-year period, until we reach the

time of the expansion that surrounded the Spanish-American War
period. I am wondering whether the same effect will not be felt

after the effects of this depression begin to be analyzed; and if it

be so, I sometimes wonder whether all of the anguish and the

anxiety and suffering that has come with this period of depression

may not be regarded on the whole as a good thing for the country.

Charles J. Bullock: May I add just a word to the thought of

the Senator. I had to make a studv some twentv-five vears ago
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of the history of public expenditures in my own state, and then I

broadened it to include the Federal Government and a number of

other states as to which information was available; and later I

brought it down to a comparatively recent date, with this result,

namely, that prior to the twentieth century, a big business depres-

sion, like that which hit the country in 1873 or 1857 or 1837,

brought a curtailment of public expenditures that lasted for a con-

siderable period of time. Then, in the nineteenth century I find

that the depression of 1907 produced no such result; that the de-

pression of 1914 produced no such result; that the depression of

1921 produced some result at Washington on national expenditures

but no such result with regard to state and local expenditures.

So, I think we can say that from the beginning of the present cen-

tury down to the present depression, periods of bad business did

not have the efifect of materially altering the course of public ex-

penditures. The present depression is already beginning to show
some different results. It has lasted longer. It probably is more
severe than any of the others I have referred to, except the de-

pression of the 1870's. And. it may be expected to produce some-

thing comparable with the depression of the 70's ; but, we are living

in the twentieth century. There was some reason why prior to the

twentieth century a major business depression checked the growth
of public expenditure, and in the twentieth century failed to do it.

Now, many of us living through this period watched the move-
ment of public aft'airs and the course of public expenditures, and

will agree that the remarks of some of the speakers this evening

that the failure of great depressions to check the growth of public

expenditures in the twentieth century was due to organized efforts

on the part of groups and minorities to increase public expenditures

in various lines in which these groups were interested. We, all of

us. have been guilty of lending our names to committees and boards

and chambers and confederations and councils and other organiza-

tions organized to get things done in our cities and states, and
having lent our names and having set up an organization, with a

secretar}^ and other officials anxious to justify their employment for

getting things done, have then gone ofif to attend to some other

business and left these organizations at work increasing public ex-

penditures. It is very hard to liquidate such an organization.

I was concerned with one tax organization once, a good one, that

accomplished a very definite work I believe, and then fulfilled com-
pletely its office. It came to a point where it ought to be liqui-

dated, but of course all the salaried officials did not want to be

liquidated, and the directors did not want to be mean ; and we had

a president who liked to go to meetings and stick out his chest and

say he represented the A. B. & C. Association ; and it took us two
years to liquidate the thing, and it was only done by cutting off

the contributions.
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Xow, returning to the difliculties of controlling expenditures, in

going into our own records we will probably find that we ourselves

have been guilty to a very considerable extent in this very con-

dition of things. I have my own responsibility but I learned a

lesson some fifteen years ago. As director of one chamber of

commerce I worked two years to prevent the adoption of this, that,

and the other committee report recommending increased expendi-

tures, but with no result. These associations are run by their secre-

taries. Somewhere toward the end of the second year I stopped a

little motion to appropriate just five hundred dollars for something.

When it was evident from the discussion of the directors that the

thing was licked, the secretary hemmed and hawed and said this

thing was a little awkward because it was so much in line with the

chamber's business policy that the money had already been spent.

But, that was the end of that particular expenditure, and therefore

that particular organization was more careful in agitating the ex-

penditure of public money. There is a certain city that I need not

name which once upon a time, not so very long ago, elected a

friend of mine to the office of mayor, and the first thing he found
on his desk was a project from, I will say, the city planning board,

for some magnificent new streets, that were going to bring every-

body, in his automobile, right into the shopping district, etc. Now,
back of that was every commercial organization, every local im-

provement organization, every newspaper, every known agency for

forming and misforming and misrepresenting public opinion ; and
it was going to call for many, many million dollars. I said to him:
' I don't believe there is any real demand for that. This demand
is mostly manufactured demand. The planning board is for it, of

course, but it is their business to plan to spend money." Get up a

planning board and you appoint engineers, architects and others,

and they are for spending money. Of course they are, and any-

body who suggests you go slow on jobs that provide employment
for architects and engineers is at once told that he is not a forward-

looking citizen, that he is hard-boiled and not progressive, and
that the only really progressive people are the people who do these

jobs and get the things in contracts. I finally suggested to my
friend that he arrange to get an invitation from the organization

that came forward to lead this whole movement and put it over in

steam-roller fashion, to address them at a convention, where they

would all be present, and tell them from his own knowledge—and
he had a large knowledge of city affairs and he knew very well

what he was going to talk about—that he did not believe there was
real demand for this thing, that it was all a manufactured demand,
that he was all for improvements that improved, but he did not

want improvements that merely provided jobs; and that he be-

lieved that the people of his city really knew little about this and
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cared little about it, and. at any rate, that he was against it. Well,

the thing was dead by the time he finished the speech. The pro-

gram never went through. One small part of it was meritorious

and subsequently, on its own merits, was carried through in an

economical way. Another part had some merit and some day will

be developed. But, it was mostly manufactured demand, which

immediately disappeared when an executive thoroughly conversant

with the facts told the propagandists that there was no real public

opinion back of this movement, and he was going to lick it. We
have over-organized all kinds of boards and councils and federa-

tions and leagues and chambers and associations, that we have set

up and allowed to go on under the direction of a president who
likes to put in an appearance and make a speech, and a secretary

who gets a salary, who all pull together. It is a very simple thing

if you know the ropes. A little chamber of commerce, out some-

where in this part of the country, some twenty years ago started a

movement that really assumed considerable proportions. It aimed

at preventing the Post Ofiice Department from going ahead with a

great improvement that it had made in the postal business, because

it took some business away from the printing trade. The thing is,

in our control we should give more attention to the processes by

which public opinion is ostensibly manufactured, and made to ap-

pear an overwhelming demand, for services in which the people

are really little interested and sometimes don't want at all.

Chairman Holcomb: It is time for adjournment. Unless there

are other remarks, we will adjourn. Has the secretary anything

to say, any announcements to make? If not, we shall stand ad-

journed.

(Adjournment.)

12



FIFTH SESSION
Wednesday, September 14th, 9:30 A. M.

Chairman IIaig: The fifth session of the Twenty-fifth Annual
Conference of the National Tax Association will be in order.

This morning we have on our program the report of one of the

committees of the Association, which has been notable for the

series of reports which it has submitted from year to year, and
notable also for the extent of the effect of its reports upon legis-

lative action. We are devoting the entire session to the report of

that committee and to certain subjects which are suggested by that

report, particularly the question of allocation, localization of the

tax base. We are very fortunate this morning in having with us

as our presiding officer one of the founders of the Association,

Professor E. S. Todd, of Aliami University. I am sure that you

all have read with great interest the contributions which Professor

Todd has made from time to time in TJie Bulletin, and will appre-

ciate this opportunity to become more closely acquainted with him

in this manner. I take pleasure in introducing Professor Todd.

E. S. Todd (Ohio), presiding.

Chairman Todd: I can show my appreciation of the honor con-

ferred on me this morning by not making a speech but by proceed-

ing immediately to business. The report of the committee of the

National Tax Association on uniformity and reciprocity in state

tax legislation will be given by Senator Edmonds, w'ho certainly

needs no introduction to those who have attended the conferences.

Franklin S. Edmonds (Pennsylvania) : 'Mr. Chairman, Ladies

and Gentlemen of the Conference: With your permission a part of

this report will be delivered in writing and read and a part w-ill be

delivered orally. Also supplementing the original report of the

committee. ]\Ir. Cole will present a report upon a topic that has

been under his special investigation, and ^litchel B. Carroll, mem-
ber of the fiscal committee of the League of Nations, will also

present a report upon the subject that has been assigned to him.

REPORT OF THE COMMITTEE OF THE N.A.TIONAL TAX
ASSOCLVTION ON UNIFORMITY AND RECIPROCITY

IN STATE TAX LEGISLATION

IRAXKLI.N S. EDMONDS. CHAIRM.\N

At the Twenty-second Annual Tax Conference, held at Saranac

in September 1929, the following resolution was unanimously

adopted

:

Resolved, That the conference recommend to the National

(178)
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Tax Association the appointment of a committee to investigate

the subject of uniformity and reciprocity in state and local

taxation, to report to the next conference.

Pursuant to this resolution the president of the National Tax
Association appointed the undersigned as a committee to consider

the subject matter of the resolution, and the committee herewith

submits its third annual report. Also, at the Twenty-fourth Annual
National Tax Conference, held at Atlanta in 1931, the following

resolution was adopted

:

Whereas, among the sources of state revenue, the inheri-

tance tax presents possibilities of expansion but such expan-

sion involves difficulties, because of its concurrent use by the

Federal Government, and the states, with the disturbing effects

arising from lack of cooperation between them and also among
the several states; therefore

Resolved, that we request the National Tax Association to

canvass the above subject, by the appointment of a committee,

or otherwise, to the end that some appropriate method may be

d'scovered of making available a more extensive and compre-

hensive use of the inheritance tax as a source of state revenue,

with avoidance, as far as possible, of the complications arising

. from the varying needs and practices of the various states and

from residential changes.

Dr. Robert Murray Haig, the president of the National Tax
Association, has formally requested the committee on uniformity

and reciprocity in state taxing legislation, to broaden its scope

by including the subject matter of the above resolution, and the

committee has duly accepted this responsibility.

Since the Atlanta Conference, the committee has had two meet-

ings in New York City, and there have been various meetings of

subcommittees. Correspondence has been invited with those who
are familiar with any phase of the problems committed to us, and

much information has been assembled.

The report of the committee will be devoted to the following

topics

:

1. Inheritance Taxation.

2. Reciprocity in the Administration of Estates.

3. Reciprocity in Resisting the Bootlegging of Gasoline.

4. Uniformity in State Taxing Systems through Coordination

of Federal and State Authorities.

1. IxHERiT.\xcE Taxation

At the Atlanta Conference the committee reported through Seth

T. Cole, Esq., of the New York State Tax Commission, concerning

the fiscal effects of the recent decision of the New York State Court
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of A])pea!s in the Estate of Alice C. Martin, deceased. In this

report attention was directed to the problem presented where a

citizen of Connecticut died leaving assets of tangible personal prop-

erty in Connecticut, but assets of greater value in the form of in-

tangible personal property in New York, with a will which named
a New York resident as executor. The executor removed the tan-

gible personal property- from Connecticut, and under direction of

the New York courts, distributed the estate among persons who
were not residents of Connecticut. The decision held that the laws

of New York State d'd not permit the State of Connecticut to

assert a claim for inheritance taxes, although such taxes were
legally and equitably due.

Under these circumstances, the committee recommended the ap-

proval of a statute framed on the reciprocal basis requiring the

executor or administrator of the estate of a non-resident decedent

to file proof that the taxes due to the state of domicile had been
paid before such executor or administator could be discharged;

and further providing that if such proof was not filed within

eighteen months, the court having jurisdiction of the account would
advise the state of domicile.

The question presented by this problem does not arise frequently,

but the maxim that " the judge is condemned when the guilty

escape " applies with strong force. It is only by stopping the holes

in the net which permit of tax evasion that a fair tax rate upon
the honest taxpayer is secured.

We take great pleasure in reporting that while there have been
few regular sessions of the state legislatures during the past winter,

yet the states of New York. Connecticut, Rhode Island and Vir-

ginia have enacted the reciprocal statute recommended in our last

report.

The most important development in the field of inheritance taxa-

tion during the past year centers around the decision of the United
States Supreme Court in the First A'ational Bank of Boston,

Executor of the Estate of Edward H. Haskell, Deceased, v. State

of Maine. The opinion of the court was delivered by i\Ir. Justice

Sutherland, but there was a vigorous dissenting opinion from Mr.
Justice Stone, in which Justices Holmes and Brandeis concurred.

The facts of the case are as follows:

In 1924 Haskell died testate, a resident of ^Massachusetts, his

death having occurred prior to the legislation providing for reci-

procity. The greater part of his property consisted of shares of

stock in the Great Northern Paper Company, a !Maine corporation

having most of its property in that state. His will was probated
in Massachusetts where the stock as a part of his estate was liable

to an inheritance tax amounting to over $32,000. Ancillary ad-

ministration was taken out in Maine and an inheritance tax amount-
ing to over $62,000 was assessed under the Maine statutes on the
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property passing by the will. Upon this amount the tax paid to

Massachusetts was allowed as a credit, and an action of debt was

brought to recover the balance. Upon an agreed statement em-

bodying the foregoing facts, the case was referred for final decision

to the Supreme Judicial Court of the State of Maine sitting as a

law court. This court rendered judgment for the state, holding

that the shares of stock were " within its jurisdiction and there

subject to an inheritance tax, even though the owner was a non-

resident decedent, regardless of whether the certificates of stock

were at the time of the death in the state of the domicile or in the

taxing state," and that the Fourteenth Amendment was thereby not

infringed. 130 Maine 123.

An appeal was taken to the Supreme Court of the United States

and the decision was handed down on January 4th, 1932. In the

majority opinion, the court reviewed the attitude of the Supreme
Court toward the taxation by a state of the intangible personal

property of a non-resident decedent, from Blacksfouc v. Miller to

the present, and reiterated the conclusions which have been re-

viewed in prior reports of the committee in Fanners' Loan &
Trust Company v. Minnesota, Baldwin v. Missouri and Beidler v.

South Carolina Tax Commission; eventually concluding that shares

of stock can constitutionally be subjected to a death tax by but one

state, and on the facts of the case at bar, it concluded that that

state w-as the state of domicile.

I commend the opinion to the careful study of the members of

the conference as an epoch-making opinion in the development of

the law in the Supreme Court, and I read two paragraphs from the

majority opinion that are of special interest. The first quotation

is as follows

:

" It long has been settled law that real property can not be

taxed or made the basis of an inheritance tax, except by the

state in which it is located. More recently it became settled

that the same rule applies with respect to tangible personal

property. And it now is established by the three cases last

cited that certain specific kinds of intangibles, namely, bonds,

notes and credits, are subject to the imposition of an inheri-

tance tax only by the domiciliary state ; and this notwithstand-

ing the bonds are registered in another state, and the notes

secured from lands located in another state, resort to whose
laws may be necessary to secure payment.

" The rule of immunity from taxation by more than one

state, deductible from the decisions in respect of these various

and distinct kinds of property, is broader than the applications

thus far made of it. In its application to death taxes, the rule

rests for its justification upon the fundamental conception that

the transmission from the dead to the living of a particular
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thing, whether corporeal or incorporeal, is an event which

cannot take place in two or more states at one and the same

time. In respect of tangible property, the opposite view must

be rejected as connoting a physical impossibility; in the case

of intangible property, it must be rejected as involving an

inherent and logical self-contradiction. Due regard for the

processes of correct thinking compels the conclusion that a

determination fixing the local situs of a thing for the purpose

of transferring it in one state carries with it an implicit denial

that there is a local situs in another state for the purpose of

transferring the same thing there. The contrary conclusion as

to intangible property has led to nothing but confusion and

injustice by bringing about the anomalous and grossly unfair

result that one kind of personal property cannot, for the pur-

pose of imposing a transfer tax, be within the jurisdiction of

more than one state at the same time, while another kind, quite

as much within the protecting reach of the Fourteenth Amend-
ment, may be, at the same moment, within the taxable jurisdic-

tion of as many as four states, and by each subjected to a tax

upon its transfer by death, an event which takes place, and in

the nature of things can take place, in one of the states only."

While the entire opinion deserves careful study, it is to be noted

that the decision that the stock of a non-resident decedent cannot

be taxed for inheritance tax purposes by the state of incorporation

in contradistinction from the state of domicile, practically ends the

campaign which was started by this association seven years ago.

The job is done. When we compare the situation with reference

to death taxes upon the intangibles of non-resident decedents in

1925 and 1932, we have reason to congratulate ourselves that in

seven years, by the cooperative action of thirty-nine of the states,

the problems had become in large measure academic, and now by

the decision of the Supreme Court of the United States, duplicate

taxation has been banned by federal law. So much for the decision

on its main point.

The concluding paragraph of the opinion has. however, caused

considerable concern. It is as follows:

" We do not overlook the possibility that shares of stock, as

well as other intangibles, may be so used in a state other than

that of the owner's domicile as to give them a situs analogous

to the actual situs of tangible personal property. See Formers
Loan Company case, supra, at p. 213. That question heretofore

has been reserved, and it still is reserved to be disposed of

when, if ever, it properly shall be presented for our consid-

eration."

Under this sentence it is conceivable that a hole in the taxing
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net may develop, and I am here to state on behalf of our com-

mittee that we propose to follow this situation closely, and if such

a hole in the net does develop in future opinions of the Supreme

Court, we wall conceive it to be our duty to notify the members of

this conference at once in order that the reciprocal statutes may be

either so repealed, or so modified, as to eliminate uncertainty.

This paragraph has given rise to a number of learned discussions,

important among which is the article of Charles L. B. Lowndes in

the Harvard Laxv Rcviczv for IMarch, 1932, entitled " The Passing

of Situs."

Suppose the Supreme Court elaborates upon this opinion in suc-

ceeding decisions and holds that intangible personal property may
have a business situs in some state other than that of the domicile

of its owner, and that it may hence be subject to death taxes in

that jurisdiction. Under the doctrine of Haskell's Estate, these

assets would be subject to death taxes in but one jurisdiction. Ap-

proximately thirty-nine states have accepted the principle of reci-

procity in inheritance taxation whereby they have waived the right

to tax the intangible personal property of a non-resident decedent.

It is therefore conceivable that the intangible personal property

having a business situs in a state other than that of the domicile

of its owner may escape state death taxes absolutely. The state of

business situs would not tax if this state was in the reciprocal

movement. The state of domicile could not tax in view of the

hypothetical affirmance of this doctrine by the United States Su-

preme Court. Again a hole in the net may appear which it would

be the duty of the taxing authorities to repair.

This argument has been so persuasive that already the state of

New York has modified its general provision exempting the in-

tangibles of all non-resident decedents so as to except from the

exemption such intangibles as have a business situs in their state.

It has been suggested to the committee that the National Tax Asso-

ciation should now initiate a movement for the adoption of such a

statute. But it is our feeling that this movement may safely await

further developments. The reciprocal statutes have served a most

useful purpose in state taxing history. In the first place, they gave

an opportunity for the states to declare that they were against

duplicate taxation of the same assets for inheritance tax purposes.

In the second place, they have had a definite influence upon inter-

national double taxation. It is equally true, however, that under

the decision in Haskell's Estate, the reciprocal statutes have served

their purpose. At the present time it is impossible even for the

non-reciprocal states to engage in double taxation of the same

assets. This explanation is made so that if in time you receive a

notice from the committee that in view of additional decisions of

the Supreme Court dealing with the business situs of assets, you

wull understand the background. The main work has been done
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and this assoc'ation lias a right to feel proud of its leadership in

the matter.

2. Rkciprocity in the Administration of Estates

This subject was originally presented to the Atlanta Conference

Dy Seth T. Cole, Esq., and it will also be presented by him again

in a supplementary report.

3. Reciprocity in Resisting the Bootlegging of Gasoline

The gasoline tax is one of the universal taxes found in all o£

the states. It yields a tremendous sum, — I estimated something
approximating six hundred millions a year, — and it is the basis of

the road and highway improvement program of most of the states

of the Union. It becomes highly important for the states not only

from a fiscal point of view but from the point of view of the honest

taxpayer, that all the tax that is really due on gasoline should be

paid. If in the same community there is a distributor who is pay-

ing the tax and a distributor who is not paying the tax, the latter

being more or less of the transient variety, there is not only an
injustice to the state but there is a tremendous injustice to the

honest taxpayer; and from that point of view the committee has

felt that it might be possible to work out a plan whereby the states

would cooperate to make the collection of the gasoline tax more
thorough. An effort has been made by various groups of states.

I see before me Senator Edwards, who is our host in this conven-
tion, and I know that Ohio and Pennsylvania have had many con-

ferences together for the purpose of making certain that the ship-

ments that come across the state border come into the hands of those

whom the state knows, so that the proper tax may be collected.

Now, with the assistance of Mr. Cole of New York State, the com-
mittee has a reciprocal statute on the subject, providing a method
whereby the states may help each other ; and I might say that on
this desk there are probably thirty mimeograph copies of the recip-

rocal statute, and if the idea appeals to the commissioners, I hope
very much you will take these copies, and take them to your own
legislatures for proper consideration.

The act is as follows. It is very brief.

" Section 1. Definition of liquid fuels. The term " liquid

fuels ' as used in this act shall mean and include any inflam-

mable liquid, by whatever name such liquid may be known or

sold, which is used, or practically or commercially useful,

either alone or when mixed or compounded, in an internal

combustion engine for the generation of power.
" Section 2. Records and reports of transportation of liquid

fuels. Every person, firm, association or corporation trans-

porting liquid fuels within this state in quantities of more than
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two hundred fifty gallons in any one shipment, whether sucli

transportation originates within or without this state, shall

keep a true and accurate record of all liquid fuels so trans-

ported, showing the name and address of the consignor, the

point from which shipment was made, the means or method of

transportation, the name and address of each and every con-

signee, including the consignor if consigned to the consignor,

the destination of each and every consignment, the quantity in

gallons and kind of liquid fuels of each and every consign-

ment, the number of the car, name of the vessel, license num-
ber of the motor vehicle, or other information sufficient to

identify the vehicle in which transportation is made, the dates

of shipment and delivery and such other or further information

as may be required by the officials charged with the administra-

tion of the tax on liquid fuels. Such record shall be open to

inspection at any time by such officials. A complete record of

all liquid fuels shall be returned to the officials charged with

the administration of the tax on liquid fuels on or before the

twentieth day of the succeeding calendar month on forms to

be prescribed by such officials. Such records and reports are

required personally to the police and taxing powers of this state

for the purpose of promoting the public health and safety and

of aiding in the administration of the tax on liquid fuels. Any
person, firm, association or corporation required to keep records

and make reports pursuant to this act who shall neglect or

refuse to do so shall be guilty of a misdemeanor and shall also

be liable to a penalty of twenty-five thousand dollars, to be

recovered in an action brought by the attorney general in the

name of the people of the state.

" Section 3. Exchange of information zcith other states. It

shall be the duty of the officials charged with the administra-

tion of the tax on liquid fuels to report at least once each

month unless some period is mutually agreed upon to the like

officials of every other state, all shipments of liquid fuels from
this state into such other state, provided only that such reports

shall not be made to the officials of any state which does not

make provision by law for the acquiring of information con-

cerning the transportation of liquid fuels and the exchange of

such information with other states in manner similar to that

specified in this act. For the purposes of this act the United

States of America, the several states thereof and political sub-

divisions of such states, the District of Columbia, territories

and possessions of the United States of America, foreign coun-

tries and political subdivisions of foreign countries shall be

deemed to be states."

Note—It would seem desirable that there should be a uni-
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form definition of liquid fuels, and, even though a state may
have a statutory definition for other purposes, the definition

contained in this act should be used for the purposes of this act.

Although changes not of substance may be made in the fore-

going provisions due to conditions peculiar to an enacting

state, it is deemed desirable that so far as possible the precise

language of the model act be followed.

4. Uniformity in State Taxing Legislation Through
Co-ORDINATION OF FEDERAL AND StaTE

Taxing Authorities

In the report submitted at Kansas City, this committee directed

attention to the serious problem which is presented to interstate

business by the wide variety of taxing methods and interpretations

which prevail throughout the country. Each taxing jurisdiction

has its characteristics, and as it is sovereign, the taxpayer, often at

a cost many times the amount of the actual tax, must accommodate
himself to each jurisdiction. We refer again to our 1930 report

for the following illustrations

:

" A " corporation is engaged in business in thirty-five states. It

pays a total of 198 taxes, or an average of six per state, in thirty-

three different forms, running from one tax to thirteen taxes per

state.

" B " corporation is engaged in business in twenty-seven states

•and is obliged to prepare and file sixty dift'erent reports, each with

peculiar characteristics, the number being required by the various

states running from one report to five per year.
" C " corporation is engaged in business in thirty-six jurisdic-

tions and finds itself subject to 108 taxes of eighteen varieties, the

least popular being imposed by one state, and the most popular by

twenty- four states.

" D " corporation, which is a manufacturing corporation, has

twelve plants in the United States and Canada, and finds that its

1928 taxes varied from 0.47 to 2.84 at each plant in the ratio of the

amount of taxes to the book value of taxable property and from

0.45 to 2.13 in the ratio of total taxes to the output of each plant.

It seems hopeless to imagine that forty-eight states w'ill, by the

power of persuasion, eventually adopt the same system of taxation,

nor is it desirable that they should do so. The American idea of

government recognizes that there shall be freedom for experimen-

tation in localities and that a state may well act as a social and

economic laboratory for the determination of methods which later

may be copied by the other states.

But it is argued that there are certain forms of taxation which

are inherently better fitted for national administration than state,

chief among which are income and sales taxes. State income taxes

present questions as to allocation and taxable income, which are
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complicated, involve costly appeals to the courts, and frequently

inequities. State sales taxes are limited by the commerce clause in

the Federal Constitution, and frequently result in disordering local

retail trade for the benefit of the interstate business.

Under these circumstances, two suggestions have been presented

to the committee

:

First. Complete segregation as between federal and state taxing

authorities.

Second. Co-ordination between federal and state taxing authori-

ties, by applying the principle of the federal estate tax, with its 80

percent deduction in favor of state death taxes, also to income and

sales taxes, in the hope that eventually these drawbacks will produce

so much revenue for the states that it will not be necessary for the

states to tax incomes or sales in any other way.

Some direct attention to the fact that however desirable segrega-

tion may be, as a practical matter it has more or less broken down.

At the present moment, the states originally had inheritance taxes

;

now the Federal Government has them. Originally the Federal

Government had the income tax— possibly '"originally'' is too

strong a word to use here in the presence of the delegates from
Wisconsin—at least the Federal Government made it general, and

now twenty-two states have come into the field. Originally the

states had the gasoline tax; now the Federal Government has come
into the field. Originally the Federal Government had the tax on

tobacco; now I think eleven states have come into the field, or

possibly twelve; and so it goes. Segregation does not seem to be

working; and you can imagine the chaos into which the present

method is bringing certain classes of business, which business is

vital and essential to the success and prosperity of the country.

The committee has reached no conclusion on this subject, but

states the problem in the hope that it may receive the benefit of the

judgment of the members of this conference. We are impressed

with the high quality of the thinkers in taxation who believe that

co-ordination eventually will develop.

As early as 1896, Dr. Arthur T. Hadley. in his book on Eco-

nomics, stated

:

" The taxation of corporations in America has mostly been

in the hands of the states : but with the rapid growth of in-

dustrial consolidation, interstate tax problems are beginning to

have increasing importance. Even though the revenues from

this source continue to be used for state purposes, it seems

inevitable that their assessment and apportionment should be

under national control if we are to avoid the double taxation

and other evils which prevail in the present system."

The committee regards this problem as of fundamental impor-
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tance. and while not recording a conclus'on, is prepared to consider

the subject in its next report.

With deep sorrow, we report to this conference the death of one

of our colleagues. Morris Frey, who was a member of the original

committee, as appointed after the Saranac Conference, and who for

years has worked with us to our great profit and to our strong

personal enjoyment. Mr. Frey was a man of quiet and reserved

personality, with a tremendous knowledge of taxing details, and of

very great willingness to put his experience at the disposal of any
of the students of the subject. He met with us continually and
helpfully, and it is a matter of very great grief and sorrow to the

members of the committee that his work is now concluded.

Respectfully submitted,

Franklin S. Edmonds, Chairman

John S. Edwards
William S. Elliott

Fred R, Fairchild

Charles W. Gerstenberg

]\Iark Graves

Robert ]\Iurray Haig
Henry F. Long
Harley L. Lutz
A. J. ^Maxwell
Blaine F. Moore
Ray L. Riley

J. T. White

Chairman Todd: The session will be continued by Mr. Seth

Cole of New York.

Seth Cole (New York; : Mr. Chairman and Ladies and Gentle-

men of the Conference: I do want to say a few words in discus-

sion of the report of the committee, but before doing so I have
been requested by Senator Edmonds, the chairman of the com-
mittee, to present a special report concerning the new form of

reciprocity which was recommended at Atlanta. That is reciprocity

in the enforcement of death taxes.

Those of you who recall the form of the suggested model Act
in relation to the enforcement of death taxes will recall that the

Act is designed to apply automatically to such jurisdictions as do
not grant original letters of administration, or testamentary, upon
the estates of non-resident decedents. It therefore became impor-
tant to know what if any jurisdictions v>ould come within that

automatic provision; and the committee on uniformity and reci-

procity requested me to make a survey in that connection.



EXFURCE.MEXT OF D0^[IC1LIAKV DEATH TAXES 189

I enlisted the services of Mr. William D. O'Brien, of my staff

in the bureau of law of the department of taxation and finance of

the state of New York, and the result of that survey is set forth

in the report which I shall read.

REPORT OF THE RESULT OF INVESTIGATION OF THE
LAWS OF THE STATES, TERRITORIES AND CANA-
DIAN PROVINCES WITH REGARD TO WHETHER OR
NOT SUCH JURISDICTIONS W^ILL ISSUE LETTERS
TESTAMENTARY OR OF ADMINISTRATION IN ES-

TATES OF NON-RESIDENT DECEDENTS IN ADVANCE
OF THE ISSUANCE OF SUCH LETTERS BY THE
STATES OF DOMICILE.

SETH COLE

DeiJuty State Tax Commissioner,
Albany, X. V.

Pursuant to the report of its Committee on Uniformity and Reci-

procity, the National Tax Association, at its meeting held at At-

lanta, Georgia in October, 1931, recommended the enactment of

statutes providing for reciprocity in the enforcement of domiciliary

death taxes. The reciprocal provisions of statutes conforming to

the recommendation would apply automatically to those jurisdic-

tions which do not grant letters testamentary or of administration

in estates of non-resident decedents until after letters have been

issued by the states of domicile of such decedents.

In order to ascertain the jurisdictions to which this portion of

such Acts would apply, a canvass was made of the states and

territories of the United States and of the Canadian provinces.

Copies of Chapter 333 of the New York Laws of 1932, the pro-

visions of which are in agreement with the recommendation of the

Association, were sent to the officials of each jurisdiction thought

to be best qualified to express an authoritative opinion, and they

w^ere requested to advise whether or not letters testamentary or of

administration might be obtained in their jurisdictions upon the

estates of non-resident decedents prior to the issuance of letters

testamentary or of administration with regard to such estates by the

states of the decedents' domiciles. They were also requested that,

if such letters may not be so obtained, they would furnish a cita-

tion to the statute which so provides, or to some decision establish-

ing such to be the law. In all cases where replies were not re-

ceived with reasonable proinptness furthei communications were

addressed to these officials and effort was made to obtain from them

the information sought.

Officials of the states of Iowa, Missouri, Ohio, Oklahoma, South

Carolina and West Virginia, and the territories of Hawaii and

Porto Rico, and the Province of Quebec answered the question
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IJiopounded in such manner that the law of their jurisdictions was
not made to ajjpear clearly. An investigation has been made of the

statutes of these jurisdictions as well as of those jurisdictions whose
ofilcials did not furnish the information desired. Investigation has

also been made of the laws of the jurisdictions claimed by their

officials to be entitled automatically to reciprocity.

Forty-three states, namely, Arkansas, Arizona, Alabama, Colo-

rado, Delaware, Florida, Georgia, Idaho, Illinois, Indiana, Kansas,

Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan,

Minnesota, Mississippi, Missouri, ^Montana, Xebraka, Nevada, New
Hampshire, New Jersey, New Mexico, New York, North Carolina,

North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode
Island, South Carolina, South Dakota, Tennessee, Texas, Utah,

Vermont, Virginia, Washington and Wyoming have statutes by
virtue of which, clearly, they may grant letters testamentary or of

administration with regard to estates of non-resident decedents

prior to the issuance of letters testamentary or of administration

on such estates by the jurisdictions of domicile. This is also true

of the District of Columbia and of the territories of Alaska,

Hawaii, Porto Rico and the Philippine Islands, and of the Cana-

dian Provinces of Alberta, British Columbia. Winnipeg. New
Brunswick, Newfoundland. Nova Scotia, Ontario. Prince Edward
Island, Saskatchewan and Yukon Territory.

Six jurisdictions are classed here as doubtful, for the reason that

claim has been made by the authorities of these jurisdictions that

they are or may be entitled automatically to the benefit of reci-

procity under statutes similar to Chapter 333 of the New York
Laws of 1932. These jurisdictions are the states of California.

Connecticut, Iowa, West Virginia and Wisconsin, and the Cana-

dian Province of Quebec.

W. H. H. Gentry, Esq.. inheritance tax attorney of California,

wrote that California will grant original letters of administration

or letters testamentary on estates of non-resident decedents prior to

the issuance of letters in the state of domicile. However, he ad-

vanced the claim that probate jurisdiction wnll not be taken in

California of intangible personal property in the estate of a dece-

dent dying domiciled elsewhere, and stated his belief that this fully

protects New York in the collection of its tax in the estates of any

of its resident decedents who owned property in California. Mr.

Gentry's authority for his claim is the decision in Estate of

McCahJII, 171 Cal. 482. Examination of this case discloses that it

was held therein that bonds of a deceased resident of Minnesota

which at the time of his death were in a safe-deposit box in Cali-

fornia, were not property in California for purposes of inheritance

taxation. It appears that ancillary letters had been taken out upon

the estate in California, and that the bonds were inventoried as

property in California in that proceeding. The court did not pass
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upon whether or not the bonds were property for the purpose of

conferring jurisdiction to issue letters testamentary or of adminis-

tration, the only question litigated and decided having been whether

California could tax their transfer. The fact that the probate court

assumed ancillary jurisdiction of them would lead to the inference

that the evidences of intangibles are regarded in California as prop-

erty in that state for purposes of probate jurisdiction. It is not

believed that the decision cited by Mr. Gentry constitutes adequate

authority for automatic application to the state of California of the

reciprocal provision contained in Chapter 333 of the Laws of 1932.

Hon. Farwell Knapp, assistant tax commissioner of Connecticut,

stated that it is doubtful whether or not probate courts in Connec-

ticut may issue letters in estates of non-residents prior to the issu-

ance of such letters at domicile, there being no statute or decision

in that state applicable to the point involved. However, IMr. Knapp
has urged several of the probate judges of his state to refuse to

allow probate of original wills of non-residents in their courts, but

to remit them to the domicile. Many judges have followed his

suggestion.

Hon. R. E. Johnson, treasurer of the state of Iowa, gave his

opinion that it would appear necessary that a foreign administrator
" be qualified in his state before he will be given letters in the

state of Iowa." In view of this, Iowa is classed among the doubt-

ful states, although examination of its statutes discloses nothing

which would prevent the issuance of original letters in Iowa upon

property situated there in advance of the allowance of domiciliary

letters.

Hon. T. C. Townsend. tax commissioner of West \"irginia. re-

plied to the correspondence directed to him that in his opinion the

law of West Virginia upon the subject is doubtful. However, the

statutes of West Virginia seem to provide for the issuance of orig-

inal letters testamentary or of administration in estates of non-

resident decedents whether or not such letters have been issued by

the state of domicile.

Neil Conway, Esq.. inheritance tax counsel of Wisconsin, stated

his opinion to be that probate courts of Wisconsin " have no juris-

diction to entertain administration of an estate of a non-resident

except for the purpose of protecting creditors of this state unless

there has been a principal administration in the jurisdiction of the

decedent's domicile." It is not believed that the Wisconsin law

contains the restriction claimed to exist by Mr. Conway. Chapter

253.03, Wisconsin Statutes of 1931. provides that the various county

courts of that state shall have jurisdiction to probate wills and

grant letters testamentary on the estates of persons " who shall die

without the state having anv estate within such countv to be ad-

m'nistered." Chapter 310.07 provides that a foreign will duly pro-

bated in the state of domicile of the decedent mav be admitted to
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ancillary probate with the same effect "" as if originally proved and
allowed in this state." Chapter 311.01 provides that when a resi-

dent of any other state or county shall die intestate leaving estate

to be administered in Wisconsin, administration shall be granted in

the county court of the county in which there is such estate. These
statutes lead to the belief that original letters in non-resident estates

may be issued in Wisconsin without the necessity of domiciliary

administration, no matter what the purpose of administration in

Wisconsin may be. Furthermore, it may be remarked that even if

the courts of Wisconsin may take original jurisdiction only for the

protection of creditors resident in that state, this would seem to bar

the jurisdiction from the benefits of automatic reciprocity.

The answer made to the inquiry by Hon. Eugene Rivard. collec-

tor of succession duties of the Province of Quebec, was to the eft'ect

that Quebec will not grant letters testamentary or of administration

unless domiciliary letters have been issued. It is believed that this

is at least doubtful.

The foregoing may be epitomized by the statement that there are

no jurisdictions whose laws clearly provide that letters testamen-

tary or of administration may not be issued in estates of non-

residents of those jurisdictions prior to the issuance of such letters

by the jurisdiction of domicile; that there are but six jurisdictions

whose laws may be so interpreted and that probably these jurisdic-

tions too will issue original letters in advance of the issuance of

domiciliary letters.

Respectfully submitted.

Seth T. Cole.

William D. 0"Briex.

Seth Cole (continuing) : So much for that feature of the re-

port of the committee on uniformity and reciprocity.

Coming now to a discussion of the report presented by Senator

Edmonds, I want to touch briefly upon one feature. You will

recall that the agitation which led up to the reciprocity movement
was brought about because not alone of the multiple taxation of

estates of decedents by the several states, but also because of the

various practices which had attached themselves to the imposition

of these multiple taxes, much in the same way that barnacles attach

themselves to ships. Chief among those auxiliary features which

tended to increase the nuisance of multiple taxation was the re-

quirement of so-called death-tax waivers, that is, the consent of the

taxing authorities of the jurisdiction in which the corporation issu-

ing shares of stock was incorporated, or in which a transfer office

was maintained by the corporation issuing shares—the requirement

that the consent of the taxing authority should be had before the

stock could be transferred. So long as the original plan of reci-

procity was in vogue, it was essential that those waiver require-
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ments should be continued, because in every case it was necessary

for the taxing authorities to determine whether the deceased owner
of shares of stock was a resident of a state which was in on the

reciprocity movement, and so it was impossible then to give any

relief from the waiver requirements.

It seems to me that the decision of the Supreme Court in the

Haskell case has made a decided change in the situation, and that

the full benefits which may be expected to flow from that decision

may not be had until these auxiliary provisions about the imposition

of multiple taxes are dispensed with. Therefore, in my judgment,

if it is possible to do away with the requirement for waivers with-

out seriously interfering with the administration of death tax laws,

it ought to be done.

Now, we find that many of the states do not and have not re-

quired waivers in the past. What purposes do the waivers serve

at the present time? The answer, so far as I can see, is two-fold:

First, the transfer tax waiver may make it possible for the taxing

authorities to determine whether or not a decedent, who is claimed

to have been a non-resident, is in fact a resident of the state. It

occurs to me that it would be only in a few exceptional cases where

any benefit would be derived from that theory, and that it would

not be justified to require waivers from say nine hundred and

ninety-nine out of a thousand estates merely for the purpose of

possibly catching the one-thousandth estate, because that same result

could undoubtedly be accomplished in other ways.

The second reason that may be advanced for retaining waiver

requirements is that it enabl&s the taxing state to check up on the

property of estates of residents of the taxing jurisdiction. There

again it seems to me that the benefit which might be derived does

not justify the imposition of the burden upon the very, very great

majority of the states which will be put to a useless procedure for

the purpose of obtaining waivers.

Waivers are not now required for the transfer of coupon bonds.

They are not required for other forms of intangibles. They are

not required in case of stock in foreign corporations which do not

maintain a transfer office within the state.

So, to summarize, I believe that there is no longer any necessity

whatsoever for the transfer tax waiver in the case of the non-

resident estate, because any state other than the domicil of the

non-resident, under the Haskell decision, has no jurisdiction to

impose any tax upon his intangibles, and, secondly, in the case of

the resident, I believe that states are no longer justified in putting

this owner's burden upon the normal transaction of business, of

requiring that waivers be had before assets can be transferred;

and therefore 1 think in order to obtain the full benefit of the

Haskell decision, it should be supplemented by the elimination of

12
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the waiver requirements in the various states which now have those

requirements.

1 leave that thought with you for your consideration.

Chairman- Todd: ]\lr. J>Iodgett, the chairman of the resolutions

committee, desires to call the attention of the members of that com-
mittee to the importance of attending a meeting in the room imme-
diately across the hall at the close of this session.

The same general subject will now be discussed under another

topic, ' Allocation in the Taxation of Interstate and International

Business." We have the good fortune of having with us one who
has been connected with the international aspects of this particular

topic. I have the pleasure of calling on Mr. Mitchell B. Carroll,

financial expert of the Fiscal Committee of the League of Nations.

^IiTCHELL B. Carroll: Senator Edmonds has asked me to tell

of the progress made in the work carried on by the Fiscal Com-
mittee of the League of Nations to prevent the double taxation that

results from conflicting principles and methods of allocation or ap-

portionment, and to suggest subjects his committee may study ni

order to contribute to a solution. It is opportune to begin by dis-

cussing some of the so-called '' evils " of double taxation and the

measures that are being taken to eliminate them. W'hile recently in

Japan I was impressed by seeing everyw'here the three little por-

celain monkeys, one sitting with his hands over his ears, the second

with his hand over his eyes, and the third with his hands over his

mouth, signifying—I hear no evil, I see no evil, I speak no evil.

That is the attitude of many tax administrators towards double

taxation, but there is a really effective way of dealing with such

evils, namely that of bringing them to the attention of Senator

Edmonds and his committee in the National Tax Association, and

eventually the evils will somehow' disappear.

The League of Nations and the International Chamber of Com-
merce have for about ten years been working on this very difficult

problem. It was during the period of high taxes at the end of the

World War and in the depression of 1920 that the present move-
ment to prevent double taxation was started. The League of

Nations was called upon to work out methods for eliminating the

superposition of levies on the same income or property because it

obstructed the free flow of capital and hainpered the interchange

of commodities between nations, which was so necessary for their

prosperity. Successive committees and conferences have met at

Geneva and the International Chamlier of Commerce has continued

its cooperation.

The movement has been fruitful. The influence of this work is

reflected in about twenty-five treaties for the prevention of double

taxation. You all know of the pioneer work done by Dr. Thomas
S. .-\dams who drafted the original provision allowing a credit for
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foreign taxes in the Revenue Act of 1918, and the provision for the

reciprocal exemption of shipping profits in the Act of 1921. The
meetings at Geneva have been engaged until recently in drafting

model treaties which embody general principles to prevent double

taxation, that is to say, liability to tax in two countries in respect

to the same income or property. In regard to business enterprises,

the general proposition has been adopted that they should be taxed

only where they have a permanent establishment, such as a factory

or a sales office. But the question arises: if a business enterprise

has establishments in two or three countries, all of which conduce

to the realization of the eventual profit, how much of the profit is

to be ascribed to each establishment ? The Fiscal Committee under-

took to solve this problem. First, the questionnaire method was
tried but it yielded little results. Thanks to a grant which was then

made to the Fiscal Committee by the Rockefeller Foundation, it

was possible to study the problem exhaustively. The Committee
decided to send someone on the quest of a solution. Naturally the

seeker of the truth went first to men of wisdom and experience,

for example your President, Professor Haig, Professor Bullock of

Harvard, Professor Magill of Columbia, Commissioner Long, the

Wisconsin Tax Commissioners, Commissioner ^Merrill, and many
others. There is no end to the list. Men who for years had been

working with this baffling problem of allocation enlightened me,

and then I went to various fiscal administrations around the world.

Practically all tax administrators declared that the taxpayer does

not collaborate to the full extent that he should. The great major-

ity of governments prefer to tax the local establishment of a for-

eign enterprise on the basis of a separate accounting. It is very

difficult to ascertain the local profit by searching the internal

accounts of a foreign enterprise, especially if kept in a foreign

language, a different currency, and dealing also with operations

that have absolutely no reference to those of the local establish-

ment. Unfortunately, not all foreign enterprises keep their accounts

or carry on their inter-establishment transactions in such a way
that the local accounts reflect the true profits; what then does

the local tax authority do? He usually follows the line of least

resistance and takes the most outstanding factors that appear in the

books, such as gross receipts. '" Ah. you have gross receipts of

so much
;
your competitor over there is making a net profit of five

per cent in reference to his gross; we will tax you on the same

basis unless you show why you owe less." Or. if there is no com-

petitor they may say. " You have so much capital invested here

;

we will assume you are getting a profit of — per cent on your

capital "
; or, they may look over the establishment and say, " This

looks like a prosperous enterprise; your books do not tell us what

you have; we will estimate what you are getting."

More diligent tax collectors follow what they call the principle
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ut economic unity. They consider that the local establishment

forms with the parent enterprise an economic unit, and should be
taxed in the ratio of its importance to the enterprise as a whole.

They therefore demand the accounts of the home office, and start

their hunt through the forest of figures to determine the impor-

tance of the branch and then fix a percentage to be applied to the

total net income.

As I have said before, the majority of countries prefer a sep-

arate accounting. One of the reasons for that is that the economic
conditions in practically every country are different from those in

any other country. Just as a country has a different color on the

map, so it is different in all its economic aspects; apart from dif-

ferences in language and currency, the cost of doing business and
the buying power of the public vary. It is generally felt that prop-

erly kept accounts are the only true mirror of profits derived in the

particular country. The difficulty is to determine rules or criteria

to judge what should appear in those separate accounts.

The practices of the majority of countries evince a tendency

to follow certain general rules. There is no time to take up more
than industrial and commercial enterprises this morning, but they

constitute the great bulk of enterprises engaged in international

business. If say, American Exporters, Inc. manufactured goods

here in Ohio and shipped them, for example, to Great Britain, you

find in the British law the following principle : The whole of the

profit iis taxable at the place of sale, but at the option of the tax-

payer the profit may be limited to the profit that a merchant en-

gaged in a similar line of business would earn. In other words.

the British give the option to the taxpayer to show that he should

be taxed in England on a merchanting profit as distinguished from

a manufacturing profit. On the other hand, if American Export-

ers. Inc. ships its commodities to India, it encounters an entirely

dift'erent principle. The Indian authorities have written into their

law the rule that whenever goods are sold in India, regardless of

whether they have been manufactured or purchased abroad, every-

thing above the actual cost of these goods, namely the whole profit,

is deemed to arise, accrue and be received in India and is taxable

there. There is no opening for an apportionment or division be-

tween merchanting and manufacturing. You find this same prin-

ciple in Mexico.

In the majority of other countries there is a tendency to recog-

nize the principle of a merchanting profit as distinguished from a

manufacturing profit, but the line of division is not clear. Some
countries make a difference between enterprises which manufac-

ture and sell and those which buy and sell. If the foreign enter-

prise manufactures abroad and sells locally, they try to tax only the

local merchanting profit and not the foreign manufacturing profit.

Tf the enterprise has bought its goods abroad and sells them locally.
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they subject the whole of the net protit to tax. On the contrary,

if a foreign enterprise has a buying establishment in certain of

these countries, the Government will impute a taxable profit to the

buying establishment. This reveals one of the inconsistencies in

international tax pract'ce.

As a general proposition all countries will tax a local manufac-
turing establishment. They may not know just how to compute its

profits, but they will assess a profit somehow. Some countries will

follow the principle of a normal market price or an independent

factory price, if one can be shown. That is to say, if the local

factory ships abroad at what appears to be a price that would be

made to independent distributors, they will take that price as de-

limit'.ng the profit.

There are some countries which present specially interesting prob-

lems, countries like British India, Netherlands, East India and

Mexico, which primarih^ produce raw materials for sale on the

Avorld markets. Once the material is taken out of the ground, and

is prepared for the market, it is considered to acquire a value which

is determined by the world market price ; and even though the sale

of this commodity may be effected at New York, Amsterdam or

London, the whole of the profit is deemed to accrue and be taxable

in the country of production, without making any allowance for

selling profit allocable to the country of sale. The Netherlands

East Indian authorities contend that this production profit is tax-

able there even though the materials are used in manufacture and

then sold at a loss in other countries. .

Unfortunately, there is not sufficient time to discuss all the dif-

ferent types of business and the different rules in different countries,

but I wish to state that the results of this world survey make it

possible to disengage certain general principles which may be put

together as guiding criteria in a reg'me for the uniform allocation

of profits as between the different countries of the world. It is the

intention of the Fiscal Committee to incorporate these principles

in a multilateral treaty, and the nations of the world will be invr'ted

to subscribe to it.

RELATION OF THE WORLD SURVEY TO THE INTERSTATE PROBLEM

It has been one of the great desires of Dr. Adams, who was one

of the principal promoters of this enquiry, to use the material gained

in the world survey in helping to formulate a system of allocation

for interstate business in the United States. There is a fundamental

difference, of course, between doing business in the various states

of the American Union and doing business in various European

countries, because practically every foreign country is surrounded

by a tariff wall and has its own language, money and economic

conditions—all of which tend to force the taxpayer to segregate the

business done with'n its territorv. On the other hand, as you cross



198 NATIONAL TAX ASSOCIATION

the Lnited States, you do not know when you are .passing from one
state into another. Roads often wind back and forth across the

frontier of a state and the economic conditions are much the same
in neighboring states. These dif¥erences in the American situation,

however, are external. They may make it more difficult to deter-

mine the income attributable to the operations in a given state, be-

cause the taxpayer will be less inclined to segregate transactions

within its frontiers, but the problem of computing the income is

essentially the same. The tax is supposed in general to burden only
income derived within the state. In any event, as a foreign cor-

poration operating in the United States must pay both the federal

tax and the state tax, it is desirable to evolve an allocation regime
which will apply to both.

Dr. Gerstenberg, as chairman of a sub-committee of Senator
Edmonds' Committee, read a report last year at the Atlanta Con-
ference which recommended separate accounting as the primary
method for interstate business as well as international business.

In the case of international business, it recommended recourse, in

the event that separate accounting is insufficient, first, to empirical

methods such as assessment on the basis of turnover, and in the last

analysis recourse to fractional apportionment. As regards state

income taxes, its report recommended, first, separate accounting.

such as you find in the law of Wisconsin. If that is impossible,

tlien recourse to the statutory formula of the state; and if that

fails, recourse to some empirical assessment. There are decisions

of our courts indicating that empirical assessments are arbitrary

and therefore inherently bad.

Separate accounting is considered the ideal method because prop-

erly-kept accounts reflecting the results of transactions at arm's

length between establishments in different states are obviously the

truest mirror of earnings. If an allocation formula operates un-

fairly, the taxpayer, as in the Rees case, must rely on accounts to

prove the case. As the accounts of a local establishment are neces-

sary even to show the most appropriate factors for the purpose of

fractional apportionment, and as the first line of defence against

the arbitrary results of a prescribed formula, the Committee ob-

viously had good reasons to prescribe separate accounting as the

primary method. Representatives of several large corporations

have said that they would find it very difficult and costly to keep a

separate accounting for each taxing jurisdiction. The Committee's

report permits of recourse to fractional apportionment when sep-

arate accounting is impossible. This report, however, is only a

beginning. It is necessary to proceed further if you would bring

order out of the present confusion. What is the situation to-day?

There are over twenty states with income taxes, and almost every

one is developing a different method of assessment. The result is

overlapping assessments, and the confusion becomes worse than
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confounded. Uniform criteria for allocation or apportionment are

needed. One of the most important is a criterium as to what gives

rise to taxable income. In a unitary business there are many estab-

lishments that co-operate to produce a profit. You have your fac-

tory, your sales establishments, and perhaps a display room on the

Board Walk at Atlantic City; you may also have a buying estab-

lishment, or a processing establishment, or a research bureau, or a

supervisory bureau, or a central accounting bureau. Should profits

be ascribed to each of these? There are two principal theories con-

cerning this question. One is the old English theory that income

arises where the sale is effected; and it is only in recent years that

it is recognized that something should be cut out as a reward for

manufacture. In continental Europe the second theory prevails

that the maintenance of a permanent establishment which is en-

gaged in activities which conduce directly or indirectly to the

realization of profit gives rise to liability. The establishment may
not conclude a sale, but it carries on activities which should be

compensated.

The key question is: Where does the income from sales arise?

As you know, you may confirm your contract of sale at your head

office in one state, and make delivery of the goods in another, yet

the sale was actually effected by a representative in a third state.

The next question is, Which of the other establishments of the

enterprise should receive a part of the profit, and how much should

each receive? Once an establishment has fulfilled its functions

(e. g. manufacture) in a given jurisdiction does a profit accrue to

it which is taxable, regardless of whether subsequent activities

(e. g. sale) in another jurisdiction result in a loss? Should the

loss be carried back to the preceding establishment in the chain of

operations? In other words, can the establishment in each juris-

diction be treated as a separate taxable entity or must the enter-

prise be viewed as a whole in computing the total profit or loss,

which must then be apportioned among the establishments on some

appropriate basis?

If it is necessary to resort to fractional apportionment, can a

uniform formula be drafted which can be readily applied by each

jurisdiction involved? The fact that the rather flexible Swiss for-

mula (which will be later described) works so satisfactorily shows

that it is not impossible. States might be prevailed upon to follow

some such formula. It may not be perfect. It may not work in

all cases, but if it is formulated scientifically, and considers the

interest of the two, three or four states that may be involved in the

apportionment, it may be a fair proposition with which to start.

If the formula works unfairly, then possibly the interested tax

officials could settle the case through discussion, or the taxpayer

could be granted the right to appeal to a factual tribunal which

would effect the allocation in accordance with criteria proposed by

this assoc'ation, economic principles, trade practices or equity.
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The development of uniform criteria would be hastened by in-

augurating such a central tribunal, or jury, or commission of tax-

payers or tax collectors, or other experts, which would effect an
allocation between the states. If the taxpayer could appeal to such

a tribunal and bring in the tax commissioners with their conflicting

claims, the chances are that a very sane and fair allocation or ap-

portionment would be reached which would preclude assessment on
a basis of more than 100 per cent of the income.

It is interesting to note that in Switzerland business enterprises

are faced with exactly the same problem. Each of the cantons has

its own direct taxes on income and property. The Federal Consti-

tution has laid down the principle that the enterprise shall not be

taxable on more than 100 per cent of its total income. The Fed-
eral Tribunal has established a jurisprudence which tends to solve

the problem of allocation. If the enterprise finds that the excessive

claim of one results in taxing more than its total profit, it can apply

to this Tribunal. The basic theory upon which this allocation is

effected in Switzerland is that profits should be apportioned in the

ratio of the productive factors of the business, that is to say, assets

such as plant, machinery, raw materials and stocks of goods, and
wages capitalized at the rate of 10 per cent. The Swiss authorities

feel that this method of apportionment does not permit a sufficient

recognition of the effects of management in a business. They
therefore exclude first from the total net profit what they call a

prcciput, which is a reward for management. This usually varies

from 10 to 25 per cent, and the balance is apportioned as between

the cantons in the ratio of the productive factors of the establish-

ment in each. Of course, in the United States we have the Supreme
Court, which serves as a great watchdog to protect corporations

from burdensome taxation in respect to their interstate business;

but hitherto the Supreme Court has been very wary and has not

attempted itself to indicate precise criteria for allocation. It may
be possible to set up a factual tribunal for this purpose.

Incidentally, there is in Spain a Jnrado de Utilidades, a jury that

fixes the ratio of the importance of the local establishment to the

foreign enterprise as a whole, and this percentage is applied to

the total net profit. It is a commission composed of officials and

business men, w^ho are aware of the needs and practices of business

enterprises, and try to apportion the income as nearly as possible

in the same way that an enterprise would for its own purpose.

If the National Tax Association could solve one or all of these

problems, it would contribute immeasurably to giving business enter-

prises a "new deal" in this country and abroad. Through its

co-operation with the Fiscal Committee of the League of Nations

—

thus assuring the collaboration of taxpayers who have had experi-

ence in this vast laboratory of the United States, and of tax collec-

tors who have been viewing the problem from the opposite end, we
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will sooner or later, I hope, evolve principles which will make this

world a safer place for interstate and international business and a

much easier place for tax officials to assess taxes. I thank you.

Chairman Todd: General discussion of this same topx will be

carried on by Mr. William S. Elliott, General Counsel of the Inter-

national Harvester Company.
The chairman has been somewhat derelict in observing the rules

in regard to the length of time. I think, in fairness to the speaker

to come, we will have to observe the rule unless the conference

decides otherwise.

William S. Elliott (General Counsel, International Harvester
Company) : I\Ir. Chairman, Members of the conference and Guests

:

I have been asked to talk today on the subject of allocation of tax-

able income between states. The last time I talked on that subject

before this conference was just ten years ago, in 1922, when I was
on the special committee on that subject.

It seems appropriate at this Twenty-fifth Anniversary and some
ten years after the model tax law or apportionment rule was sug-

gested, that there should be some review of the progress made.
Without wishing to strike a bad note in this twenty-fifth jubilee of

the Association, it seems necessary to point out the very discour-

aging lack of progress toward uniformity and elimination of double

taxation of income between states, growing out of conflicting and
overlapping apportionment formulas. In comparison with the great

achievements of this conference in other fields—for example, in the

stimulation of reciprocity between states, and the recognition of the

evil of multiplicity of inheritance taxes, and the bringing about of

means to eliminate it—there is a great contrast. This is not said

in criticism of the conference—which has probably done all it could

to date—but rather to point out an important field of activity for

the future. If this conference cannot do anything I don't know
exactly who can, because I want to say in appreciation of its work
that a meeting of this kind—where the members of the state tax

commissions, the chief taxing officers and assessors are present, and

representatives of taxpayers and of university tax experts and
economists—affords a wonderful forum for the solving of these

problems. They meet at a time when there is no pressing contro-

versy between them on which they may differ and are able there-

fore to discuss their own shortcomings in a friendly way. If I

state rather bluntly today what seem to me to be the shortcomings

of the states in progress towards uniform apportionment and elimi-

nation of double taxation of income, I know you will not think it

discourteous but rather a necessity if better progress is to be made.

I am not here to object to state income taxation where it is

reasonable and has a proper place in a state system. T only re-
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quest on belialf of all interstate taxpayers that there be an end to

the farce of proving by the use of different formulas that the same
income has been earned in two states for the purpose of taxing it

twice.

To present the situation forcibly to you, just let me give you an
illustration. There are some six states now which adhere to the

conception that it is the salesman who brings home the bacon, and
that the entire profit is realized at the point of sale. There are

other states, with heavy factory and tangible property investments,

which adhere to the historical eastern conception that all profit is

a return on capital, and it should therefore be assigned according

to the location of the property. There are thousands of concerns

doing business throughout this country which enter into some of

the twenty states which now have income taxes and establish sales

branches. Annually they are requested to lay down before the tax

commission a copy of their federal tax return covering the income
from the whole United States or the world. In some six of those

states the tax commission will say, " Well, w'e apportion income
according to sales alone," and they so apportion it and cut oft' a

liberal slice. That same taxpayer goes back to the state of his

factory or jobbing ofiice or his other place to present his return

and he lays down his federal tax return, and the tax assessors say,
' Well, w^e consider tangible property as a fair basis for apportion-

ment of taxes," and they apportion it that way. There is an over-

lapping in this way which may reach almost to 200 percent down.

Ten years ago there were only four or five states, I think, with

income taxes. Now there are twenty, and with that increase there

has been little progress toward uniform methods of apportionment.

We have the same extreme rules now that we had then ; some

states which allocate by property alone and some by sales alone,

and we also have some more reasonable-minded states which have

adopted intermediate rules of one kind or another which, however,

still overlap.

Now, it is not, or should not be necessary for the taxpayer to

say which of those rules, if any of them, is right. It is only neces-

sary to prove a case of injustice to point out that the rules are abso-

lutely opposite. The rules pick up the same income and assign it to

the different states in the face of statements of the United States

Supreme Court that property beyond the jurisdiction cannot be

taxed.

To state the present condition further, inconsistences between

the states is not the whole story. There are formulas where states

have gone to the extent of making them inconsistent within them-

selves. There is the formula used by one state where receivables,

in and out of the state, are used in allocating income. If the re-

ceivables arise from goods manufactured in that state, the receiv-

ables are allocated clear back to the factorv. Inconsistentlv, if the
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concern happened to have a factory outside of the state and sold

those goods in the state, the receivables are allocated to the point

of sale. An allocation is always made which favors the state.

There is another state in the Union which for years assessed tax-

payers on the theory that all income arises at the point of sale.

The growth of factories in that state came to such a point that it

switched completely around and changed its law to provide that all

earnings should be apportioned according to the location of tan-

gible property. That state stands self-convicted of having assessed

thousands of businesses for years on income which was not in that

state. If it was right before, it is wrong now. If it is right now,
it was wrong before.

Now I say that all of this makes a hollow mockery of law and
justice. It is a travesty on justice when twenty states legally en-

titled to tax only the portion of the income that is reasonably at-

tributable to the state, in fact use and are permitted to use such

inconsistent methods of apportionment.

It is only fair to say that some of the responsibility for this

situation rests upon the United States Supreme Court, due to the

wide latitude it has given to the states to determine for themselves

what is reasonably subject to their jurisdictions. In the Undcrivood
case \_Underzvood Typewriter Co. v. Chamberlain (1920), 254 U. S.

113] which was decided twelve years ago, there was involved the

Connecticut formula, which apportioned income solely by reference

to tangible property, heavily weighting the factory end. The court

said that income arises from a long series of transactions at vari-

ous points, and that while each state can only tax the portion of

income reasonably attributable to the transactions in the particular

state, it could not assume that the state of Connecticut intended to

adopt a formula taxing more than its fair share, and that it could

not say the formula was inherently unreasonable, that the tax-

payer had the right to show the operation of the rule to be un-

reasonable, but had failed to show this. The difficulty was that the

court did not indicate what tests or criteria the taxpayer could use

to show it. A heavy burden of proof was put upon the taxpayer,

which he could not discharge without great expense and some indi-

cation as to what would be the criteria by which he could show

that all of this income did not originate at the factory. Similarly,

for lack of proof, it became equally difficult to show error in the

formula of the state of Missouri and several other states which

consider all the income as arising at the point of sale.

The Undcrzi'ood decision was rendered just at a time when in-

come tax laws were spreading. Since then fifteen states have

adopted income taxes and, unfortunately, the Underzvood decision

has operated as a bulwark to protect almost any kind of apportion-

ment rule from general attack. In practical effect it gave each state

the right to judge for itself what was within its own taxing juris-



204 NATIONAL TAX ASSOCIATION

diction. This was a dangerous principle. With no standard set up,

many states have adopted many formulas according to their prefer-

ence or interest, with little thought of uniformity, and taxpayers
in general have submitted.

Last year the Supreme Court, in the case of Rees v. North Caro-
lina, gave a little encouragement to the taxpayers by recognizing

certain proof as sufficient to show that a general apportionment
rule operated unfairly in the particular case presented. Some have
looked on this case as the downfall of fractional apportionment.

It seems to me rather the beginning of progress. It stands for the

principle that short-cut fractional formulas cannot depart too far

from the results which would be arrived at by separate accounting.

Now, I don't want to be understood as suggesting that any of

our state officials have consciously mistreated the taxpayers. The
easiest thing any of us do is to believe that what is to our advan-

tage is right. With the Undenvood case standing as an invitation

it is not to be wondered that state officials should have grown into

the belief that they had a right to adopt any kind of apportionment

formula and that which the taxpayer could not prove was wrong,

was a right and proper thing for the state to do.

Now-, I can imagine the officials of some state saying: '"Why
criticize our apportionment formula? How do you know it is

wrong?" Well, there are a lot of formulas in use which I think

can be proved wrong to your complete satisfaction without much
evidence. For example: If the situation involved a concern having

its factory in Connecticut which apportions income by tangible

property alone, and its sales office in Missouri which apportions

income by sales alone, what do you suppose would happen if the

law permitted the taxpayer to interplead the two states in one pro-

ceeding and pay its entire tax into court? I can imagine the court

saying: "This taxpayer has performed his full duty in submitting

his entire income to be taxed once. Obviously the same income

was not earned in two places. There is no jurisdiction to tax it

twice. The real rivals are the two states, each of which appears to

be claiming jurisdiction of practically all of the income through

some legerdemain called a formula. It appears to the court with-

out further evidence that both are wrong. Now I suggest that the

tax commissions of the two rival states retire to my chambers and

see if they cannot agree on some equitable division, and just as a

precaution I \\n\\ lock the door." Can anyone doubt that the two

tax commissions w'ould get together, as any other business men
would, and make a reasonably equitable allocation of the taxable

profit?

Perhaps you will say that is not a formula, that is only a compro-

mise. On the contrary, getting together as business men would, is

the most fundamental formula of all, because it is the foundation

of separate accounting, and separate accounting is, or should be.
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the foundation of fractional apportionment. Wherever a series of
related business transactions are carried on by different people at

dift'erent places and offices, the services performed at each place
might be, and often are, performed by independent business men,
such as manufacturers, collectors, jobbers, wholesalers, retailers,

brokers, agents, commission men, etc. Profits are divided among
all those contributing through a process of independent bargaining,
taking into consideration competitive conditions, trade customs,
capital invested and risks taken by each party and the importance
of his work, etc. Similarly, when the entire profit of an integrated

concern must be allocated to its various offices, the same principles

can be followed and are commonly used by accountants.

Within the last four months there has been both legislative and
executive recognition by our Federal Government that the basis for

allocation of income between branches of a unified business should
be by application of the test of how it would be divided between
independents. This was in the ratification by the U. S. Senate of

the treaty negotiated with France to eliminate double taxation. By
this treaty both France and the United States renounce the right to

impose income taxes on business enterprises of the other country,

except in respect to the profits of a branch within the country.

Where, however, a foreign branch office which is thus subject to

taxation, has diminished its taxable profit through transactions with
its home or head office different from those which would be made
with a third person or independent concern, any profits which
should normally have appeared in the balance sheet may be rein-

stated and taxed.

When this treaty is ratified by France, as I assume it will be, it

becomes a part of the law of our land. It may also become a land-

mark in the history of American apportionment. By that I mean
it may hasten the recognition in this country of what has already

been recognized elsewhere, namely, that there is an underlying test

for apportionment of income based on realities, which will serve as

a test of the correctness of separate accounting and, by the same
token, should be the test of the reasonableness of all arbitrary frac-

tional apportionment formulas. Real progress would be made if

we could get rid of the prevailing but mistaken notion that one
apportionment formula is just as correct and legal as another and
that it is the right of each state to use the one most favorable to

itself.

Now it may well be asked : Why should not separate accounting

reflecting what would be a fair bargain between independents be

made the basis for allocation of income? Why not do away with

fractional formulas?

I fully agree with Mr. Carroll—who has given us a most interest-

ing review of the practices of other nations—that separate account-

ing should be the basis for international allocation, and it usually is.
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Every enterprise having establishments in more than one country

should have inter-office billing for goods and services at figures

which would be fair or usual between independent establishments

and should keep books on this basis, which accounts will of course

be open to correction if not fairly kept.

But when it comes to apportionment between states, there are

distinct advantages and conveniences in the use of fractional for-

mulas, and I believe most business men would prefer this method.

American business has grown freely across state lines without the

necessity heretofore of keeping complete accounts for each branch.

It would be a great expense to the taxpayers to set up and maintain

such accounts and to tax officials to audit them. If a fractional

formula approximating the results of separate accounting can be

used, it seems desirable all around.

This of course is on the assumption that the different states will

use the same formula. Separate accounting would be much prefer-

able to the present overlapping formulas. It does not, however, in

my opinion, furnish a quicker road to progress. There can be no

progress in any direction until the states recognize the present de-

plorable situation and agree to adopt uniform methods, in which

case it will be just as easy to adopt a uniform formula as separate

accounting. Fractional apportionment, I believe, should be the

primary method for apportionment of ordinary business income,

and separate accounting the supplemental method to be resorted to

in special cases ; and I might add that there will be far fewer special

cases if and when the states adopt some uniform, well-balanced

formula.

Now what can this Association do to help the progress toward

uniformity? I believe it could help a great deal by making the

elimination of double taxation of income through overlapping state

formulas one of its major goals for the future and proceeding to

concentrate the attention of the states on this objective by the same

methods which have been successful in reducing double taxation of

estates.

Further. I believe it would expedite uniformity if this Associa-

tion would give up further search for a better apportionment form-

ula. There is no one correct and exact formula, but so long as the

search for something better goes on, human nature will take advan-

tage of the delay, many states will continue to use one-sided but

favorable formulas, and uniformity will be delayed.

The difficulty has not been the failure to develop any reasonably

balanced apportionment fractions, but the disinclination to use those

developed. For example, the ^lassachusetts rule gives one-third

weight to the location of tangible property used in bus'ness. one-

third to the location of sales and one-third to the wages and salaries

paid in each state. That rule, T think, in a great majority of cases

will approximate the results arrived at by fair separate accounting
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with a great amount of saving in time to taxpayers and tax officials.

Furthermore, it is a rule which has been adopted by three other

states (California, Oregon and Utah), which is praise indeed; for

very few states have ever copied the formula of another. With
four states adopting one reasonable formula, it seems to me that

here is a rallying point for advocates of uniformity. If there is

any better meeting ground it has not yet been developed and is not

likely to differ greatly in results, and is not worth waiting for at

the cost of delaying the relief of existing double taxation.

We must not lose sight of the fact that the more widely any one

formula is adopted, the more equitable it becomes through the pro-

cess of averages. What little a taxpayer may lose in one state by

the Massachusetts formula as compared with correct separate ac-

counting, he will gain in another; and the tax yield will average

out for the states also.

The efforts of this Association to bring the states to a realization

of the necessity of uniform apportionment methods as a matter of

justice would be helped, in my opinion, by more litigation on the

part of taxpayers, showing it to be a matter of necessity. It is

possible, in my opinion, for the average interstate business to obtain

court relief from the more extreme apportionment formulas by

proving how widely they differ in results from separate accounting.

There has been remarkably little litigation on income apportion-

ment, and I suspect this reflects not only the generally submissive

nature of the taxpayers and their capacity for punishment, but also

a tendency on the part of the tax commission to grant separate

accounting to prospective litigants with a view to preserving ques-

tionable formulas from court overthrow.

Lastly, if all other means fail, I want to record my opinion here

that business can and will appeal to Congress for relief. We are

dealing entirely with income arising from transactions partly in one

state and partly in another. A substantial part of this is interstate

commerce subject to the protection of Congress.

The ratification of the double taxation treaty with France

records the opinion of the Senate that double taxation of inter-

national income is an undue burden on commerce. The same is

true of interstate income. Suppose Congress were to enact a law

as follows

:

Whereas many states have adopted income tax laws and are

using various inconsistent formulae for fractional apportion-

ment of the total income of corporations and individuals doing

business within and without the state, as a result of which the

same income is taxed in more than one state, and interstate

commerce is unduly burdened

;

Be it Enacted, that no state shall impose any income tax

or license tax based upon or measured by income arising from
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transactions of interstate commerce conducted partly within

and without said state, unless the portion of said income sub-

jected to taxation is determined and set apart by methods of

allocation and apportionment approved by the Commission

created by this Act. The Commission shall prescribe such rules

and methods of allocation and apportionment of income de-

rived from interstate and foreign commerce as in its judgment

will avoid double taxation and permit each state to tax the

portion thereof reasonably attributable to business conducted

within its borders.

In my opinion such a law would be constitutional. It is for

Congress to say what is an undue burden on interstate commerce,

and when Congress breaks its silence the Supreme Court will accept

its views.

Here is a great opportunity for the National Tax Association,

in which all states are represented, to bring about justice by agree-

ment without waiting for justice by compulsion. Let the states

recognize they are rivals with each other and not with the tax-

payer and let them settle their differences in some other way than

by imposing a double burden on the taxpayer. Speaking for the

taxpayers, I am sure they will heartily co-operate in any movement

to that end.

Chairman Todd : The last speaker at this morning's session who
will discuss this same general topic is Henry F. Long.

Henry F. Long (Massachusetts) : -Mr. President and Friends

of the conference: I think it can be said that this session this

morning has been one of the most stimulating sessions that we
have had yet, and it seems to me that it typifies what this Associa-

tion can accomplish by interchange of ideas, which must be central-

ized, in their consideration, at one point before any correct remedy

can be evolved.

Now, some of the things I will say in respect to the papers of

this morning, although primarily I suppose I should confine myself

to a discussion of the report as rendered by Senator Edmonds,

might very well be prefaced by something which I took from Mr.

Mitchell Carroll's talk when he told about the minister who was

suddenly discovered. In this case the minister perhaps also came

to Columbus, and being a new minister in the territory, and not

knowing thoroughly his congregation, talked with one of the

deacons to discover, if he might, what topic he should speak on.

in his opening sermon; and he suggested to the deacon perhaps it

would be a good idea for him to speak on the evils of dancing.

The deacon replied to the minister saying that there were a great

many members of the congregation who liked to dance, and it might

offend them for him to speak on that particular topic. So, the
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minister suggested that peiiiaps he m'ght speak on the evils of

horse-racing, and the deacon replied that there were some members
of the congregation who were great horse-racers, and it would not

be well for him to talk on that particular subject. So, the minister

then suggested he might talk on the evils of gambling and drink-

ing. While the deacon thought that there would not be very many
members of the congregation who were addicted to those particular

habits, at the same time there w^ere a few who were rather heavy
contributors, and possibly it would not be well to offend them, at

least at the first sermon. So the minister asked the deacon what
he could talk on. The deacon said, " You seem to be intent upon
saying something which would be perhaps more or less critical of

the people who might be in the audience; now I suggest that you
turn back to the first part of the Bible, and you can go just as far

as you like, inflicting all of the punishment you want upon the

Philistines, because they haven't a friend in this entire congrega-

tion." I rather suspect some of the things I might say may be

along that line.

I think, first, out of deference to Professor Gerstenberg, who is

also on this program with me, and who has taken the trouble to

w-rite what he perhaps would have said if he had been able to be

present, that I should first take the time to read, if you will bear

with me out of courtesy to him, what he has written, because you

will see from your programs that he was on the list to respond.

Please have in mind these are his words, and not mine. It is

headed " Discussion of Committee Report by Charles W. Gerster-

berg." and I take it that we now must go back to the report ren-

dered by Senator Edmonds.

DISCUSSION OF COMMITTEE REPORT

CHARLES W. GERSTENBERG

Dear children ! How you and I wish there were somebody big

enough in intellect and judgment to lead us through the mazes of

taxation and to whom w-e would listen without resentment as he

began to address us as " Dear children." In all history there never

has been such a person; and so when I begin with "dear children
"

you know that it is because a simple, child-like story is to follow.

The story is an old one—you have heard it often. It is about

the three blind men w-ho, of course, had never seen an elephant

and who agreed to investigate and to report. The first was a snap-

judgment man who, when he felt the tusk, said, "This is easy;

an elephant is a hard, smooth, conical-shaped affair, slightly

curved." The second fellow began at the beginning and having

satisfied himself as to the shape of the trunk, passed his hand over

the back down to the tail. When he came to the end, he went back

a wavs. found approximatelv the same sort of thing he had care-
'
13
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fully worked over when he was examining the trunk and accord-
ingly reported the elephant as a long snake-like affair. The other

fellow examined the legs and made his report on their size and
shape.

Today three groups are looking at taxation. Xone of them is

blind, none of them without experience. They know they will not

come to conclusions as to what is the perfect, complete institution

known as taxation.

But it may be interesting to inquire just what part each is

studying.

The federal committee which is studying the relations of federal

and state revenues is examining the economic organism to see where
each government may pluck feathers so that the combined activities

will not center in one place and cause too much squawking.
Our Association's committee on the model plan is, I take it, to

limit itself to searching for what the industrial engineers in the

past called " the one best way "—not for all taxes but for a state

system of taxation.

The committee that has just made its report has been trying to

get the states to agree on whatever can practicably be agreed upon.

In order to achieve the desirable end of uniformity, it has tried to

recommend w^hat is practicably best in detail in order that its recom-
mendations may command active acceptance.

The work of the first committee may definitely affect the work
of the second committee. If some practical agreement is arrived at

as to the relative domain of federal and state taxation, then the

model state plan, which has always been pratcical as distinguished

from the unattainable ideal, will undoubtedly suggest what can best

be done in the newly delimited state field. The committee on uni-

formity and reciprocity will continue to try—shall I say, to make
the elephant walk gracefully? Yes and eat, eat plenty, I pred ct.

for say what you will, the social forces are all in the direction

that demand high revenues. And because the elephant will eat

much he will cause many grunts. It is the function of this com-
mittee to take the grunts out of taxation.

Such investigations as we have made, lead us to believe that taxa-

tion does not cause nearly so many grunts because of the quantity

of revenues consumed as because of the untidy methods of con-

sumption. Business does not mind the hay that is consumed by the

activities of government nearly so much as it does the hay that is

trampled upon by uncertainty and litigation.

Much of this litigation has come to be a matter of minute details.

For one case built out of the broad timbers of " public purpose."

a case like the old landmark of Citizens' Saving & Loan Associa-

tion v. Topcka (1874). 20 Wallace 655, or its more recent case-book

companion. Green v. Frazier (1920), 263 U. S. 233. there are

dozens of cases dealing with due process — a constitutional prin-
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ciple, which when applied to the states, was not discovered till two
years before the Topeka case was decided. There are plenty of

splinters in these modern cases; they really have little to do with

due process but are concerned with such outside questions as

:

What is the nature of property? Where does an act take place?

What is taxed and what measures the amount of the tax? When
these questions are answered, the rest follows easily enough—de-

pending on one's social viewpoint.

The two other lines of investigation are really more important

socially than is ours. It is of the utmost importance for the Con-
gressional Commission to inquire into the scope of national and

state systems of taxation;^ it is of the utmost importance that a

group of scientific men who have had the practical touch shall

search scientifically for a one best way to raise state revenues.

But somebody must take out the splinters. The gradual settlement

of vexatious details, the relatively humble task which this committee

has set itself, will do much to make the rivers flow smoothly (if I

may again change my figure of speech) will do much, I say, to

make the rivers of revenue flow smoothly from business to govern-

ment because the snags have been removed from the channels by

patient study of details and tactful recommendations of ways and

means.

Henry F. Long (continuing) : That is what Professor Gersten-

herg would have said if he were here.

Now, to go back to Senator Edmonds' report, the last thing he

had up for consideration, as I recall it, was the segregation between

state and federal sources of revenue, laying particular stress. I

thought, on the income and sales taxes; and I excuse him for his

possible failure in knowing the fact that Massachusetts had an

income tax as early as 1672. I want to speak a moment on the

emphasis which he laid on those two particular problems; but I

want to call attention to his first suggestion, in respect to the gaso-

line tax, because he spoke there of bootlegging. Again we are

reminded of the very defined American practice of phrasing things

usually into one word, which, singularly enough, is very descrip-

tive of a great many things ; and as to this bootlegging tendency in

Pennsylvania to which he has called attention, perhaps he does not

1 Incidentally such a commission as has been set up by Congress may give

thought to the even broader questions suggested by the following sentences

taken from a book not yet a month old, written by professors in two state-

supported universities :
" If, during the years of prosperity, a part of the

surplus which was recklessly diverted into European investment had been

taxed away, some of the improvements which decorated European cities

might have adorned American cities. ... A scientific taxing program is

essential. Such a program would be predominantly national in scope, in

order to match the large-scale development of business, with its interstate

quasi-taxation through unearned income." Reinhardt and Davies, Principles

and Methods of Sociology.
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know that the North American gasoline tax conference is going to

descend on Philadelphia on the 21st, 22nd and 23rd of this month

—

next week—for the purpose of discovering at the source exactly
how they can cure this bootlegging. I suspect they are visiting

there as a jury does the scene of a crime in order to adjust them-
selves properly to the situation.

In respect to one other portion of the report, I think that Mr.
Seth Cole of Xew York has done a great deal to deserve the com-
mendation of this Association, and particularly the committee. I

want to say in respect to Mr. Cole and in respect to the tax com-
mission of Xew York that they have never hesitated a single

moment to devote their energies to discussing the truth in respect

to all these problems which have come before us; and I know that

I personally—and I think I speak for the committee and probably
for the Association—thank Mr. Cole of the New York State Tax
Commission for what they have done to bring out the truth.

It seems to me, however, that there are two or three things that

we can consider in that report. The first one, as you recall, was
gasoline bootlegging, and, there, it may be well for us to consider

whether or not it is going to be advisable for us as the National
Tax Association to allow this kind of an activity, which is now
engaged in by the North American Gasoline Tax Conference, to

continue without in some way tying up with the National Tax
Association, because that is a situation which is developing, and
which it seems to me should come under the head of National Tax
Association activities.

Now, the second thing which seems to me of importance is

whether or not there should be a general demand on the part of the

committee or of this conference to have the states eliminate from
their statute books the reciprocal provisions that they have. Now,
while we as tax people, dealing daily with tax problems, may feel

that the Haskell case is well known, and they feel even in 1932

that it is something that is past, and is now a settled and deter-

mined thing in the working out of tax problems, will it not perhaps

be argued that the people as a whole do not understand that change ?

Assume that we had abandoned the reciprocal statute : Are we going

to be in the position that is going to be best for the taxpayer?

Isn't there something in the thought that even while this Haskell

case decided definitely, in respect to the taxation of intangible

property, that it must be at the domicil of the decedent, that we
should taper off our activities in respect to the elimination of those

reciprocal statutes? I cannot see, at the moment, that we would be

doing a great deal of harm, although there are the elements of

harm in the reciprocal statutes; but it has been there for some
time in respect to some reciprocal statutes, because there are some
states that did not follow the moral practice, the moral law, and
have practiced an administration of that rcc'procal legislation which
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was many times at the point of causing some very substantial litiga-

tion, so that it seems to me that the elimination of the reciprocal

statute should be gradual, with the thought that there should not be

immediate requirement for abandonment of the reciprocal statute

by making every one in the jurisdiction know that the Haskell de-

cision has definitely decided that point.

Now, we haven't time to go very deep into detail in regard to

what we might do in respect to those reciprocal statutes.

I am sorry to announce in respect to the other part of Senator
Edmonds' report, referring to Massachusetts, that Massachusetts

did not last year pass the so-called reciprocal law, which would
make certain that the state of domicil would receive its taxes before

administration would be allowed in ^Massachusetts. I hope the next

session of the legislature will accomplish that.

Xow, the thing that impresses me most this morning was the

idea of the separate accounting method, as very clearly put out by
INIr. Carroll, and which seemingly is a necessity in foreign coun-

tries, where, as he explained, there was a difference in language,

and perhaps a difference in accounting, and surely a difference in

currency. I am also very much in accord with what Mr. Elliott,

the last speaker, said, because I am a firm believer in the theory

of the formula.

Now, it may be that the Massachusetts formula will not apply in

each one of the thirty thousand odd cases that we apply it to, for

the reason that a corporation may be conducting a business which
does not lend itself to all of the elements which we used in the

determination of our business taxes. A personal service corpora-

tion, for example, would have very little tangible property. Some
other kinds of corporations. like a merchandising corporation, would

have no manufacturing end; so that there are sometimes some ele-

ments which are missing. But, taking it by and large, the three

elements have worked out well for us in Massachusetts since 1920,

and there has never been any definite objection ; and so far as I

know, because we have the latitude under the law of changing,

where the formula does not work, to some determined point, it has

brought on the whole universal satisfaction.

It seems to me that the difficulty has been and will continue to

be the laying down of definite rules, under legislative enactments,

on formulas which have not had the test which they ought to have.

Now, I can assume that there would be a good deal of difficulty in

working it out whether you have a formula method or whether you

have a separate accounting method. Our good friend here. Senator

Edwards, tells me that he runs a farm. Now. we have in Massa-

chusetts a great many gentleman farmers, who make so much
money in other kinds of activities that they can run a farm. I

don't know that I ever heard before of a tax man accumulating

enough to have a gentleman's farm, so 1 assume -Mr. Edwards was
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a fanner before he was a tax man. Now, he told me the other day
he brought into the market of Columbus as tine hogs, I think he
said, as he ever saw. It occurred to me, when I was listening to

Mr. Carroll, and perhaps Mr. Elliott, that there might be some diffi-

culty in allocating to the particular state what the value of those

particular hogs was as it was finally expressed in money. After
Mr. Edwards had sold them—and I understood he sold them at a
very low price, I think he said four cents; not knowing anything
about the value of hogs I don't know whether that is low or high,

but I suspect it is rather low—I assume he did one of two things.

He either raised his own pigs or he bought his pigs to begin with,

so I assume, if he was going to have a separate accounting to

determine what fair part of the profit should be attributable to any
particular activity, that he would undertake to set up what the cost

of those pigs was, or undertake to set up, if he grew his own pigs,

what the value of those pigs was. I suppose he either bought his

corn or he had his own land on which he could grow corn for

those particular hogs; so I suspect that he could allocate there a

certain portion of the profit which he might have obtained. I

assume also that he is a good salesman, and that he sold those hogs
here in Columbus, and that he could attribute some part of the

profit to his selling abilities. But, the difficulty, as it seems to me,

was this, that after he got his hogs in the market, after he had
accumulated all of his other profits because of the fact that he
bought the pigs at a good figure, or that he raised them at a low
figure, or that he bought corn at a good figure, and had all his

profits accumulated, he sold the pigs at a loss. When it comes to

the matter of separate accounting, he is going to have difficulty

unless he waits until after the transaction is completed to deter-

mine how much he shall allocate to some particular function, or

whether he shall allocate them as he goes along; and then after he

makes the sale, and the sale is at a loss, to redistribute the loss

over the activities in which he has engaged, in the process of

getting the hog from its infancy to the table. Now, I suspect that

it would be just as well for him to do his accounting in respect to

allocation for the purposes of taxation in much the manner as

Massachusetts ; and while the hog is perhaps a homely example, I

think it is illustrative to you. if you will consider it for a moment,
of what is our main problem in respect to this matter of separate

accounting and the matter of the formula method of determining

which state shall have the tax; and after all it is a tax on income,

namely, the profits which are made. If the hogs, of course, were

sold for 14 or 24 cents, the problem would have been a little dif-

ferent. But, I might say that our formula has worked out so well

in ^Massachusetts in respect to income that many of the corpora-

tions have been willing, in fact anxious in many instances, to allow

that same method to be applied against the allocation of our cor-



DISCUSSION OF COMMITTEE REPORT 215

porate excess, which might possibly be said to be the net asset worth
of the corporation. That is not always applied but it is singular

that it does bring out a fair result.

I assume that every tax administrator works on the theory that

all we are obligated to do is to bring out what will ultimately

appear to be fair to a third person, as a tax which you would exact

from a single taxpayer. Now, if we are not working on that theory,

we are working on something which I think cannot stand under
our American doctrine of government or doing business. I don't

believe it can be said of any legislature, aside from the legal aspects

of it, that they intended to enact a law which would bring injus-

tice, and which would exact, because of the application of a rule

which was operating without any looseness in its joints, a greater

burden on one class of taxpayers than on another. So, I assume
further that we have to think in terms of the formula as a thing

which will be applied in the first instance, with the thought that if

it did not apply with fairness, then there could be adjustment in

respect to the taxpayers who are compelled to pay.

I am very much in accord with Mr. Elliott in the thought that

there should be some very sharp and perhaps some very careful

immediate consideration by the various taxing people who have

income taxes applying to corporations to adopt some such formula.

I am perfectly convinced that if there can be a formula which will

operate better than the Massachusetts one, that Massachusetts would
adopt what might be called a uniform formula. We have had an

experience which would perhaps make us a little less reluctant than

some other state, to change it, but I believe, speaking for Massa-

chusetts at least, that we would be completely in accord with the

states of the Union to work something out of a uniform nature,

such as Mr. Elliott has called attention to.

Now, Mr. Elliott or perhaps ]\Ir. Carroll would have spent more
time in respect to separate accounting. Separate accounting after

all, as Mr. Elliott clearly pointed out, is another method of alloca-

tion; and you have allocation by the accounting practices of the

particular corporation as against the formula method. Now, I

think Massachusetts more or less foresaw the possibility of separate

accounting, and its advantages, because we have a definite pro-

vision in our statute that if a corporation desires a different method,

namely, different than the formula method, for the determination

of the allocation of its income, they may request the Commissioner

to adopt a separate method. Of course, that is where the separate

accounting comes in.

Now, strange to relate, in our experience since 1920 we have

had very few corporations that have objected to the formula

method, that is, there are very few that have requested a different

method of determination, which would be the statutory method.

In that, I suspect one of two things, first that the accountants of
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those corporations tigured their situation both ways, on the separate
accounting and on the formula method, and if- that is true they
probably discovered that the formula brought them a lower tax, or
at least a fairer average tax, than would their own separate ac-

counting, and for that reason it was our formula that was accept-

able. If that is so, it is a recommendation in itself for the formula
we have in Massachusetts, which perhaps might, because of that,

be considered for adoption as a uniform method or uniform formula
by other states, if they are thinking in terms of income tax on
corporations. On the other hand, it might be that they would feel

that they would not get from the administration as good an account-
ing as they might under some other method. We have also taken

care of that, because, while the Commissioner has a good deal of

authority in the determination of taxes, he hasn't ample authority.

The taxpayer has to apply to the Commissioner for an abatement of

the tax, and if not then satisfied he has to apply to what most of

you understand is a new system and a new method, to the Board
of Tax Appeals, in Massachusetts. Many states have what is equally

as good as we have in Massachusetts and perhaps better, but it

seems to me, at least in the kernel of those things, we have the

ideals that we are all striving for, namely, to get only the part of

a tax payment that we are entitled to, and, second, that there be

every possible opportunity for the taxpayer to tell his story; and
in the event of any difficulty between the taxing authority and the

taxpayer, opportunity for appeal to a disinterested board of tax

appeals; and in case of questions of law, to the court.

Now, it seems to me that there might well be consideration on
the part of this Conference of a continuation of the activities of

Senator Edmonds' committee along the lines which T^Ir. Elliott has

called to your attention this morning, and as Mr. Carroll has called

to your attention.

I am interested, as you were, in the various discoveries which

Mr. Carroll has made. I suspect that he feels sometimes as though

he has come right back to the very point from which he started.

I cannot be too loud in my praise of the very wonderful work
which Senator Edmonds has done in respect to this committee's

activity. I do hope, however, that there will be enough confidence

in the work he has done, and in the work the committee has done,

so that the committee may be continued along these particular lines

of activity which we have spoken about this morning.

Now, unfortunately there isn't time enough to go into the details

of some of the discussion that we have had this morning. I think

that I want personally to thank Mr. Elliott and Mr. Carroll for

their very wonderful contributions to this session this morning.

I know that they have contributed very successfully to it. I hope

that the discussion that follows will much more in detail cover what

T have onlv tried hastily to sketch.
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Franklin S. Edmonds (Pennsylvania) : Mr. Chairman, may I

suggest that Senator Edwards of Ohio has a contribution to make
to this conference, with reference to the gasoline tax. If he is here

I would like to have him take part in the discussion.

John S. Edw\\rds (Ohio) : 'Sir. Chairman and Senator Edmonds,
I fear I am not going to have time to get into this discussion very

much, because I have asked our fine friend and worker in the tax

field, Mr. Long, to broadcast over our station VVAIU, and he has

to go up at 12: 15, and it is about time to do that, but I think I

can say in three minutes about all I have to say. If I understand

the question before you, it is the bootlegging of gasoline across

state lines. I will tell you what we have tried to do in Ohio. The
problem has grown out of the fact that Pennsylvania has a three-

cent tax and we have a four-cent tax. That fact has at least

aggravated the trouble. Also, Pennsylvania has a large number of

refineries, as does Ohio, and it is not a difficult matter perhaps for

a man to take a small trunk and move across the state line one way
or the other, and get some gasoline from a refinery. As a matter

of fact, we have found evidence in the past that men have gone

from Columbus, Ohio, here, to the refinery at Ashland, Kentucky,

and brought back a tank truck, and found it perhaps profitable for

the time being to do that thing. But, we have had numerous con-

ferences between the officials of Ohio and Pennsylvania, and also

the Indiana and the Michigan people; with the New York people,

I believe, and perhaps New Jersey, and we are trying right now a

little program of patrolling. Pennsylvania has gone along with us,

and we put twelve men on the border. I cannot say how effective

it is yet because it is in the trial stage only; but, we have twelve

men, from each state, that are attempting to get full and complete

detailed information of truck movement of gasoline by requiring

them to stop and fill out what we might term clearance papers, or

something of the sort, which requires all the facts of the shipment

of that gasoline. Now, we have evidence, only from people of that

community, that it seems, as a general proposition, that the move-

ment of gasoline by tank trucks has been very sharply curtailed in

recent weeks, and if that is true it must be due to the fact that they

know there are officers there checking up on that movement. I

think perhaps that would not be a practical thing at all as a general

proposition, but we are trying it out.

We, here in Ohio, have a system of refinery inspection. We
have in Ohio an official directly from our department stationed at

every one of those refineries, and they are under seal. The lines

are actually sealed by the Tax Commission's representative. Of

course, they can be broken, but if they are broken we know about it.

That official makes daily reports of the pumping, and everything

with respect to our refineries in Ohio; but such a system of in-



218 XATIOXAL TAX ASSOCIATIOX

spection seems impracticable to Pennsylvania with some seventy or

eighty odd refineries. They have a very complete highway patrol

system, on the contrary, which Ohio does not have. So, we have

agreed with the people of Ohio to try this out for a time to see

what might come out of it. If there is a great deal of bootlegging

we hope to prove something by this system.

I trust you are aware of the fact that the North American Gaso-

line Tax Conference convenes in Philadelphia next week, and of

course the problems directly related to this question will there be

gone into most completely, I am sure; and I am hoping to have

the pleasure of attending that conference and discussing with the

officials there these very vexing problems, since, of course, a saving

of one cent on a two-thousand-gallon truck would mean twenty

dollars. If a man goes over to Pennsylvania and gets by in Ohio,

that is rather a nice business in tax evasion. I don't know how
serious it is, but w^e feel there is some of it. If that is a problem,

Mr. Chairman, briefly that is what we are trying to do to meet it

here in Ohio. I would like to take ^Ir. Long with me now, if you

will let him go.

Edward P. Doyle (New York) : There are two or three things

that I would like to say before I go. The Board that I represent

has 3500 members. We pay more than half the $620,000 real estate

tax levy in New York City; we pay a large part of the 60 or 65

percent of the state taxes in New York City on business, and we
pay a very large part of the 25 percent contributed to the Federal

Government. When I came back from Europe after attend"ng a

convention at London, and reported that there were 44 countries

represented, and that the only ones that were in financial shape in

Europe were states who had tenants that paid all local government,

we were interested in making every citizen of the United States

tax-conscious. We feel no republic can endure unless at least half

of its people own their own homes and unless its people are tax-

conscious. No republic has endured except France and Switzer-

land. England has endured as a representative democracy only

because in England the tenant pays the cost of local government.

All over Europe popular government has absolutely broken down.

From Spain to Holland there are nothing but dictatorships and

revolutionary governments; and the fact remains that private prop-

erty in real estate has entirely d'sappeared in all the states of

Europe. I saw four communistic riots in Leipsig in one day, and

it is getting worse. I don't want to say anything against education,

but I asked the proprietor of the hotel what the trouble was there,

and he told me there were s'xteen hundred students, and he said

that when they graduated from the university there was nothing to

do, so they became communists. The Federal Government could

get enough from a sales tax for its operation, if we can only do
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something with Congress. The unfortunate thing about Congress
is that there are too many talkers and too few doers down there.

I read a speech of a Texas congressman this morning, and it re-

minded me of the time I was sick in Glasgow. For three weeks
I was unconscious, and during that time I spoke constantly; and I

think most of the Texas congressmen I have heard down in Wash-
ington speak while they are unconscious. I remember one Senator
from Texas that I had a controversy with on an income tax ques-

tion ; and finally he was so widely different from me on everything

that I said, " I don't want to talk to you
;
you and I don't agree

on anything. You believe in enforcing the Volstead Act. I never

took a drink in my life,, but I believe when a man wants to drink

himself to death, he ought to be encouraged, because he is a

nuisance to himself and family." If we can get the men down
there to realize that it is just as much treason to sell their country

for votes as to sell the country for money, and get them to take

these matters up and make everybody in the United States tax-

conscious, I think you would have a solution ; but imless you do.

you cannot have any republic endure. Its people must be tax-

conscious.

Franklin S. Edmonds : ^lay I say a word or two : I want to

explain that the report is in error in including Massachusetts, and
it is furthermore in error in not including Rhode Island. I want
to say to ]Mr. Doyle, our committee is willing to work on the allo-

cation question, but the wet and dry question is something we
cannot handle.

I have also a resolution which I wish to read, to be submitted to

the resolutions committee.

Resolved. That the National Tax Conference liereby en-

dorses the proposed reciprocal legislation relating to the admin-
istration of estate and the administration of gasoline taxes, and
request the National Tax Association to present these important

subjects to the legislatures of the states.

Chairman Todd: Any object'on to submitting this to the appro-

priate committee? If there is no objection it will be so submitted.

The hour is getting late, and unless I hear objection we will stand

adjourned until 2: 30.

Adjournment.
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Chairman Haig: I intend to assume that I need no introduc-
tion to this audience. I have prepared a little paper entitled

"' Co-
ordination of Federal and State Tax Systems," and will attempt
the modest task of discussing this question within the limits of

twenty minutes.

THE COORDINATION OF THE FEDERAL AND
STATE TAN SYSTEMS

ROBERT MURRAY HAIG
Mc^'ickar Professor of Political Economy,

Columbia University

After decades of obscurity in the dark recesses of academic lec-

tures and treatises, the subject of the relation of the tax systems

of the states and the nation has emerged with startling suddenness

into the spot-light of popular interest. Within the last year numer-
ous publicists and politicians have pronounced the existing situa-

tion acute and have advanced proposals looking toward remedial

action. The purpose of this paper is to review briefly the status of

the problem and to analyze in a critical and constructive fashion

some of the suggestions which have been made for changes in the

fundamental framework of our American system of public finance.

Attention is directed first to the main characteristics of the exist-

ing relationship between the federal and state tax systems and to

the causes of the present wave of dissatisfaction. The paper will

then discuss the various proposals for reform, with particular refer-

ence to the promise they offer of meeting the specific difficulties

complained of and to the costs and disadvantages which their adop-

tion would entail.

Experience under the Articles of Confederation taught the Amer-
ican people at least one important financial lesson. It taught them
that the dignity of a political entity charged with sovereignty re-

quires a financial foundation more dependable than the right to make
requisitions upon its constituent states. The proof of this is to be

found in the liberal financial provisions embedded in the Federal

Constitution. The states there gave to the Federal Congress the

right to impose anv kind of tax it might choose at anv rate it might
(220)'
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choose, and the sole right to levy customs duties on imports, the only

restrictions being that the purpose of the taxation must be " to pay
the debts and provide for the common defense and general welfare

of the United States," that direct taxes, then understood to com-
prehend only taxes on property and polls, must be apportioned

among the states according to population, that no export tax may
be levied and that all taxes must be " uniform." ^ These pov\'ers,

amazingly broad as they are when compared with those of the Fed-

eral Government under the Confederation, were extended still fur-

ther by the Sixteenth Amendment which was adopted after the

Supreme Court had, in 1895, declared the income tax to be direct

in character, the effect of the amendment being to throw that form
of taxation outside the rule of apportionment. ]\Ioreover it has

been conclusively shown that this rule of apportionment prescribed

for direct taxes by the constitution found its taproot in ground
which today is only of historical interest, namely in the slavery

controversy.- The intent was not primarily to limit the extent of

federal taxation. Thus the states certainly have been generous in

granting powers of taxation to the Federal Government in the past

and I venture the prediction that the states would readily assent to

the complete abolition of the rule of apportionment, if in some
future exigency the Federal Government should desire to use the

capital levy or the net-fortunes tax.

Within the wide limits of these provisions of the federal consti-

tution there gradually evolved that system of federal taxation which
was in force when all but the very young among us first became
interested in public finance. For about forty years following the

Civil War, with the minor exception of the period of the Spanish

unpleasantness, the Federal Treasury depended almost entirely upon
customs duties and excises. The states, on the other hand, de-

pended almost entirely on the property tax and on special corpora-

tion taxes. The relation between the two systems is commonly
described as " separation of sources," a phrase which is accurate

enough to serve if one remembers, as some do not, that the word
" source " as here used means merely a type of tax and not the

ultimate source of the purchasing power. In any event, the rela-

tion to which we, as well as our fathers, had become accustomed

was one in which the Federal Government used types of taxes which
were not also used by the states and in which there was practically

no interchange or transfer of funds between the two. This may be

referred to as the traditional relation.

1 Article I, sections 8 and Q.

2 Charles J. Bullock, " The Origin, Purpose and Effect of the Direct Tax
Clause of the Federal Constitution," Political Science Quarterly, vol. XV
(iQOo), pp. 2i6, 452; Edwin R. A. Seligman, "The Income Tax" (2nd
Edition), p. 340 et seq.
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Since we, in this country, are not over-rich in traditions and are

therefore inclined to worship unduly those that we have, it may be

well to recall immediately a few facts regarding the vicissitudes of

this particular tradition. Previous to the Civil War there was a

period of forty-five years during which the same tradition in a

somewhat different form prevailed. During this period the Federal

Government imposed practically no excises, subsisting almost en-

tirely on the proceeds of land sales and customs duties. Indeed

these sources alone upon one occasion proved to be more than suffi-

cient for federal needs and gave rise to that peculiar episode, the

distribution of the federal surplus among the states in 1837. It is

nevertheless true that during periods of stress, usually caused by

war, the traditional relation has always encountered rough sledding.

Upon no less than five different occasions, the first being in 1798

and the last in 1861, the Federal Government resorted to direct taxes

on property, observing, of course, the constitutional rule of appor-

tionment according to population. Moreover, the income tax was

extensively used during the Civil War under the impression that

it was an indirect tax. and that interesting hybrid, the inheritance

tax, was resorted to during the Spanish-American War. Thus on

the whole the record justifies the statement that throughout its his-

tory the basic strategy of federal finance has been to rely on ex-

cises and customs during normal times but to resort freely to other

imposts, including direct taxes, in times of stress.

The manner in which the traditional relation between state and

federal tax systems has been disturbed during the last two decades

is familiar to all and need not be described in detail. The tax

systems of both the nation and the states have been radically

changed and the resulting relationship between them differs strik-

ingly from that which we all had come to regard as normal. The
revolution in federal taxation began in 1909 with the corporate

excise tax measured by net income which was merged into a com-

prehensive personal and corporate net income tax in 1913 after the

ratification of the Sixteenth Amendment. The war brought the

enormous development of the income tax, as well as the introduc-

tion of the excess-profits tax and the capital-stock tax and the re-

introduction of the estate tax. In 1924 the interesting credit pro-

vision for state death duties was introduced into the federal estate

tax. In the tax systems of the states, the outstanding developments

have been the spread of income taxes following the Wisconsin

demonstration of 1911, the universal adoption of the gasoline tax

and the growth of state taxes on such articles as tobacco. When
this Association was founded there was practically a complete ab-

sence of cases in which the same type of tax was used simultan-

eously by the federal and the state government. Today the only

type of tax on the federal list which is not also widely utilized by
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the states is the tariff, reserved by the constitution exchisively to

the Federal Government. Personal income is twice taxed in twenty

states, once by the nation and again by the commonwealth. Cor-

porate income is also twice taxed in twenty states. Gasoline is

twice taxed throughout the entire country. Duplication of death

duties is universal except in the one state of Nevada. In thirteen

states tobacco is twice taxed and in a scattering of states soft

drinks, admissions and stock transfers are subjected to tax first by

the federal and then by the state government.^ Dual administra-

tion of the same types of tax and a considerable transfer of funds

from the Federal Treasury to the states, instead of separation of

sources with practically no transfers, has come to be the character-

istic feature of the relation of the tax systems of the states and

the nation.

This contrast, however, can easily be over-emphasized. It must

be remembered that we are dealing here with types of taxes, not

wdth sources of income. Fundamentally the states and the Federal

Government continue to fish in the same trout stream. The Federal

Government continues to take exclusive toll of the trout entering

this stream from foreign -waters and to fish the entire length of the

stream. Each state continues to exploit its own pool but is for-

bidden to obstruct the passage of the fish from one pool to another.

The change which has come about has been in the character of the

fishing tackle. Formerly the states used one type of tackle and the

Federal Government a different type. Today both use all kinds of

tackle in common, not excluding, some taxpayers plaintively sug-

gest, dynamite itself.

Dissatisfaction with the situation as it now exists is widespread

and is becoming increasingly vocal. The President of the United

States and the Secretary of the Treasury have both recently called

attention to the shortcomings of the present arrangement. Gov-

ernor Roosevelt also finds fault with it. Among the leaders in this

Association, ex-President Graves and Vice-President Edmonds have

joined in criticisms and in suggestions for modification. Time
permits only a brief summary of the public pronouncements of these

leaders who all agree on only one thing, that change is desirable.

All are unhappy but are unhappy for different reasons, and what

makes one glad, makes another sad. All desire change but desire

change in different and even opposite directions, and what is one

man's meat is another's poison.

It is obvious that despite the interest of national leaders, the

movement for change in the existing arrangement is primarily a

movement of and by the states. The Federal Government does not

seek additional taxing power. Moreover it possesses a great tac-

2 The statements made above are based on information gathered in Febru-

ary, 1932.
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tical advantage in that, speaking generally, it can first formulate
its tax program, and fold its hands, while the states struggle to

conform their programs to it. At most there is some concern at

Washington lest the nuisance and waste of tlie dual administration

of certain types of taxation, which constitute important elements in

the federal system, may discredit these taxes and render them un-
available. Thus it comes about that the federal comment assumes
the form of expressions of concern for the general taxpayer, sub-

ject as he is to duplicate taxation on the same base without any
arrangement for coordination and control. There is no evidence

of alarm for the welfare of the Federal Treasury.

President Hoover in his address before the Conference of Gov-
ernors in April complained that " The many provisions of multiple

taxation vary so much that a taxpayer coming under several juris-

dictions may find himself paying a wholly unreasonable amount for

the support of government," and urges that " all . . . give renewed
examination to this subject in the light of conditions today and
. . . consider the possibilities of . . . better coordination, greater

simplicity, and, above all, better adjustment of the burdens among
the people."

Again, Mr. Mills, the Secretary of the Treasury, in a scathing

attack before the New York City Bar Association the same week,

elaborated the " maladjustments, duplications and irregularities " of

the existing arrangement. Said Mr. Mills :
" Our present system

of taxation, if it can be called a system, is permeated with inequity,

uncertainty and administrative difficulties; the cost of collecting

taxes is much too great, as is also the cost to the taxpayer in deter-

mining his tax liability and in furnishing the tax collector with the

information required for the same purpose. We have too much tax

competition, too much litigation and dispute. . . . We are sorely

in need of simplification and uniformity; we need a much greater

degree of cooperation and coordination in the framing of fiscal

policies." In Mr. Mills' able address, which has been reprinted in

full in the Bulletin, there is much evidence of sympathy for the

taxpayer and understanding of the plight of the states. However,
there is no apparent worry for the Federal Treasury and no definite

recommendation for reform beyond the establishment of a com-
mission on which the interests of both the federal and state gov-

ernments would be represented. Such a commission had already

been called for by a joint resolution introduced by Representative

F. M. Davenport. This failed of passage, but in June it was an-

nounced that a group of the members of the Committee on Ways
and Means of the House would devote themselves to a study of the

problem during the coming months with a view to making recom-

mendations to the next Congress.

The interest of Governor Roosevelt was stirred as the result of
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his experience with the New York State budget last winter. To
balance the budget he recommended increases in the existing state

taxes on income, gasoline, motor vehicles and stock transfers, all

of which the legislature enacted into law. Strikingly enough at the

very same time the Congress, in attempting to balance the federal

budget, was considering, and ultimately imposed, additional federal

burdens on the same four bases. Thereupon Governor Roosevelt,

in a political speech in January, proceeded to point out that " busi-

ness men have had neither the courage nor the intelligence to sug-

gest that the whole taxing system of America be put on a business

basis." The cure he urged was to " follow the original principle

established in the Constitution of 1787." " Let us establish for

times of peace a definite apportionment of the whole field of taxa-

tion," in other words, separation of sources. It may be observed

that this is exactly what the Constitution of 1787 does not do. It

may also be of interest to those who would seek to solve this prob-

lem by a return to "' Jeft'ersonian principles " that Thomas Jeffer-

son's principles did not prevent him, in his inaugural address in

1805, from recommending an elaboration of the "welfare clause"

of the Constitution so as clearly to authorize the use of federal

funds for internal improvements, arts and education.*

By a curious coincidence during the very month when Governor
Roosevelt flamed forth in favor of separation, his Director of the

Budget, our genial and able ex-President, Mr. Mark Graves, pub-

lished an article which illustrates very well the sharp clash of

opinion and the wide diversity of judgment at present character-

istic of the discussion of this topic. Mr. Graves also does not like

the existing relation of state and local revenues. He, however,

stresses a dift'erent reason for dissatisfaction, that is, tax competi-

tion among the states. "If we fix our (personal income tax) rates

too high," he says, " people would take up residence in states having

no personal income tax." When he comes to consider remedies he

finds little virtue in the plan of separation of sources, urged by
Governor Roosevelt. He recommends a diametrically opposite

course of action—the extension of the crediting device, now used

in connection with the death duties, to the new fields of personal

and corporate income taxation. " ' Hand in Glove,' not ' Each in

his Own Back Yard,' " is the title of his article in the January
issue of State Government.

Enough has been quoted from recent pronouncements of leaders

of public opinion to indicate that there is indeed a fluttering in the

dovecotes; that the injuries suffered by the taxpayers and by the

states under the present arrangement are considered to be serious,

* Davis R. Dewey, Financial History of the United States (8th Edition),

p. 217.
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but for varied reasons; and that there is wide difference of opinion

as to what should be done to improve matters. Let us now turn to

an analysis of the underlying causes of the present discontent.

As I see the situation, those causes are complicated. Some of

them relate to the difficulty of accommodating the interests of the

states and the Federal Government, others relate to the difficulty

of accommodating the interests of the states to each other. The
accomplishment of the necessary accommodations probably requires

action from the Federal Government.

To revert to the fishing metaphor once more, the first difficulty is

the almost inevitable irritation which arises when two people try

to fish the same pool. Each state has its own pool, it is true, but

the Federal Government, unless it can live on the customs duties

alone, as it largely did prior to the Civil War, must fish in every

state's pool. It is not surprising that the lines become entangled,

the peace is disturbed, and the two fishermen together land perhaps

fewer fish than one fishing alone. It is necessary somehow to

articulate the interests of the states and the Federal Government.

In the next place the plain fact is that, with the progress of

economic and fiscal technique, the existence of state lines consti-

tutes an increasingly serious obstacle to efficient state tax adminis-

tration. Here we have not one but a cluster of problems. The
first of these state-line problems may be illustrated in this fashion.

Each state may fish in its own pool and, even though the fish be

fast and slippery, no state can impose burdensome restrictions

upon their passage into another pool. The " commerce " clause of

the federal constitution, which will be more fully discussed by

others on this program, has developed into a very troublesome game
law indeed. The puzzled reader of the court decisions is inclined

to conclude that the apparent intention of the framers of the con-

stitution that the states shall not construct weirs at the exits of

their pools has somehow been transformed into a rule that the state

may legally take only those fish which chance to have their noses

pointed toward the center of the pool when the fly is cast. So
exhausting is the effort to reach taxpayers engaged in interstate

commerce, even though the object be to impose upon them merely

the same tax burden as that laid upon those engaged in intrastate

trade, that many state administrators deem it desirable to resign the

fishing-rod to the federal authorities for whom interstate compli-

cations do not exist and who are free to cast a fly without deter-

mining first which way the fish's nose is pointed. There may be

other ways to solve this interstate commerce difficulty but until one

is found the movement toward delegating more tax functions to the

Federal Government will continue to receive hearty sunport from a

large group of state tax officials.

The second difficultv in administering state taxes caused bv the
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existence of state lines is that of localizing the tax base. The fish

in this stream often spawn in one pool and feed in another. Shall

a state be permitted to raid the spawning beds? This difficulty is

in part legal and in part economic in character. From the economic

point of view, for example, it is often exceedingly difficult and
sometimes quite impossible to determine the particular areas in

which the profits of a far-flung business enterprise arise. Even
with property, except, of course, real estate itself, correct localiza-

tion presents puzzling problems. In spite of the best efiforts of state

tax administrators, evasion on the one hand and double taxation

on the other often results. On the legal side, the trouble lies not

merely in the '" commerce " clause but also in the rich opportunity

offered by the " due process " clause of the Fourteenth Amend-
ment to the taxpayer to upset an essentially fair allocation on the

ground that it is " arbitrary." With their tackle tangled in the

snags of " due process '' objections, many state administrators see

in federal administration a complete solvent of all problems of

localizing the tax base.

The third difficulty traceable to the existence of state lines has

been alluded to above as tax competition among the states. The
trout in this stream, particularly the big ones, are exceedingly wise

and wary. They have been known to select their pool on the basis

of the character of the tackle legally available to the fishermen.

Some states have even been suspected of advising the trout that

they would not be exposed to the hazards of particularly deadly

implements, such as the inheritance tax, if they would consent to

inhabit their particular pools. That this factor weighs heavily in

the deliberations of state bodies charged with responsibility for

fixing the rates of income, corporation and estate taxes there is

abundant evidence. Federal taxes instead of state taxes would, of

course, standardize fishing practice for the whole length of the

stream. This factor of interstate tax competition, which, it was
felt, stimulated an unwarranted industrial migration, was in large

measure responsible for the radical nationalization of taxation

which has taken place in Germany in recent years.

Finally, some of the pools in this stream are so small and so

poorly stocked with fish that the results of the fishing do not justify

the use of expensive modern tackle. For example, certain states

simply cannot afford the investment in the split bamboo of the

personal income tax. They must be content to fish with a crooked
stick and a bent pin. There is a conviction that duplication of

equipment in the hands of the states and the federal authorities is

largely waste anyway and this strengthens the disposition to allow

the fully accoutred federal fisherman to have a free hand to deal

with the few fish in these poor pools.

So much for the shortcomings of the present relation between
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the federal and state tax systems as viewed by the states. From
the standpoint of the taxpayer and the citizen there exists a prima

facie case against dual administration of the same taxes on the

ground that it is wasteful, involving unnecessary expense both in

expenditures for tax-gatherers and in the time and energy of tax-

paj'ers. There is also an essentially sound general conviction that

all functions of government, including that of the levy and collec-

tion of taxes, should be assigned '^o the various jurisdictions for

administration on the basis of their power efficiently to perform
them.

How serious are the wastes of dual administration is not pre-

cisely knoW'U but they are certainly substantial. Dual administra-

tion can be avoided in three different ways. All the taxes may be

assigned to the states, who will then share the yield with the Fed-

eral Government, approximately the discredited method of the old

Confederation. Second, all the taxes may be assigned to the Fed-

eral Government, which will then proceed to subsidize the states.

This is so radical a proposal that no one has dared to advance it.

The third way to abolish dual administration is to assign certain

taxes to be administered exclusively by the Federal Government
and others to the states. Clearly it is in this direction that a solu-

tion must be sought if the decision is reached that the wastes of

dual administration are sufficiently substantial to outweigh the prob-

able costs and disadvantages involved in the change. This does not

necessarily imply separation of sources with each jurisdiction sub-

sisting exclusively from the proceeds of the taxes it administers.

The requirements are also met by what may be called integration

—

the exclusive federal administration of certain taxes whose yield is

shared with the states.

From the numberless possible plans of adjustment which might

be suggested, only three will be here discussed. Separation of

sources, crediting, and integration will be taken up in order.

First, then, what are the virtues and vices of the plan of separa-

tion of sources whose most prominent advocate is Governor Roose-

velt. As has been pointed out above, it avoids the wastes of dual

administration and it appears to give liberty of action to the states

in planning their budgets. This liberty, however, proves upon ex-

amination to be more apparent than real. Suppose, for example,

the particular plan of separation adopted assigned the property tax

to the states and the personal income tax to the Federal Govern-

ment. Could each then proceed to exploit its tax without reference

to the action of the other? Within limits, certainly; but it is also

obvious that the federal income tax could be made so heavy as seri-

ously to impair if not entirely to destroy the property tax and

vice versa. Indeed under no imaginable plan of separation, with

aggregate tax burdens what they are today, would the states have



I

THE COORDINATION OF TAX SYSTEMS 119

real liberty to proceed without regard to the action of the Federal

Government.

A more serious shortcoming of the plan of separation of sources

is the violence it would certainly do to the principle of efficiency

in the distribution of governmental functions. If the taxes were

assigned to those jurisdictions which can best administer them with

no provision for transfers of part of the yield, and if the functions

of government in general were distributed by the same test of

efficiency, it is almost inconceivable that the resulting patterns of

costs and revenues would be even approximately identical. If, by

some freak of fortune, they should chance to be so at a given

moment, changes either in governmental functions or the condi-

tions which govern efficiency in administration would immediately

destroy the identity. As a practical matter, either efficiency in the

administration of taxes or efficiency in the performance of other

governmental functions would have to be sacrificed on the altar of

the balanced budget. This difficulty is not an imaginary one. The
experience with the device of separation of sources in such states

as California brilliantly illuminates the point. The task of making

a federal-state plan of separation flexible and adaptable to con-

stantly changing conditions is substantially more difficult than the

corresponding task in the state and local sphere.

Whether or not separation of sources offers a way out of the

four " state-line " diffi-culties discussed above depends, of course,

on the particular types of taxes assigned to the Federal Government
for administration and use. A reversion to the traditional relation

would solve none of these difficulties, neither the interstate com-

merce difficulty, nor the base localization difficulty, nor the inter-

state tax competition difficulty nor the problem of the uneconomic

administrative district. On the other hand, to assign to the Federal

Government all the taxes necessary to solve this group of problems

would flood the Federal Treasury to overflowing and impoverish the

states. The inevitable conclusion is that the plan of separation of

sources is entirely inadequate to the task and is not an attractive

way out. What, then, of the second proposal, the extension of the

crediting device?

The eight-year experience with the crediting device of the fed-

eral estate tax seems to justify the claims of those who felt that

its adoption would mitigate to some extent the evils of interstate

tax competition and exert an influence in the direction of uniform-

ity and equity in death duties. Certainly the conditions today when
compared with those of the hectic days of our inheritance tax con-

ferences a decade ago offer comfort to those optimists who believe

that progress is possible even in the field of taxation. But the

federal credit does not deserve all the praise for the improvement.

Voluntary reciprocity among the states and a radical series of court

decisions are also claimants for the honors.
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Almost without doubt the extension of the crediting device may
be expected to reduce tax competition, lessen evasion and encourage

uniformity. Ivloreover, its legal foundation is apparently settled.^

Its introduction would involve less disturbance and friction than

either separation or integration, a point of powerful appeal to the

politically minded, although, when one recalls the resentment of

the insignificant number of states without death duties at the time

of the introduction of the federal estate tax credit, he must realize

that all would not be plain sailing for a federal cred''t for state income

taxes when only twenty states have such taxes or for state tobacco

taxes when only thirteen states now choose to impose them.

The technical problems involved in an extension of the crediting

device to such fields as that of the federal corporate income tax

have thus far received practically no consideration or discussion.

Before such a credit can be seriously urged, satisfactory answers

must be found to many difficult questions. Assume that the rate of

the federal tax has been agreed upon and also the extent to which

the state taxes shall be considered valid for crediting purposes.

What types of state corporation taxes shall be recognized as offsets

against the federal tax? IMust they be net income taxes? Shall a

tax which stresses corporate excess as well as net income, like the

Massachusetts tax, or a tax which provides for a flat minimum
and a low capital stock tax alternative, like that in New York, be

deemed acceptable ? What w^ould be the status of a state net income

tax with an alternative tax on gross such as has been suggested in

New York? What would be done with a state corporation tax

purely on gross, and will any distinction be made between a tax on

gross which is in lieu of property taxes on the corporation and one

w^hich is in addition thereto? Shall property taxes imposed on

corporations be accepted for the credit, and if so, how shall prop-

erty be defined? Shall it include real estate and. if not, how shall

real estate be defined? Shall corporate excise taxes which include

in their base certain interest or other items which the Federal Gov-

ernment is w'ithout power to tax be accepted in partial settlement

of the federal levy? How shall the problem of variation in prac-

tice regarding basic dates for valuation of assets be met? Shall

there be a limitation upon the amount eligible for credit from each

state and, if so, on what basis shall this allocation be made? What
shall be done about the various special types of public utility taxes?

How shall the state taxes on banks be treated? Of what signifi-

cance would the credit be for state insurance taxes, which are

almost exclusively on gross, in view of the virtual collapse of the

federal net income tax on such companies ?

Almost no questions such as these arose in the case of the estate

tax credit and not all arise in connection with a proposal to credit

5 Florida v. Mellon, 273 U. S. 12, 47 Sup. Ct. 265.
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state personal income taxes and consumption excises. But enough

has been said to indicate that the proposed extension of the credit-

ing device needs to be elaborated in detail before its practicability

can be intelligently judged.

Even if all the technical questions can be answered, however, the

crediting device offers at best only the possibility of a partial solu-

tion. The wastes of dual administration are not eliminated or even

reduced. Neither does it provide a cure for the problem of inter-

state commerce, the problem of localizing the tax base or the prob-

lem of uneconomical administrative districting.

The indicated conclusion is that, while the extension of the credit-

ing device may have its temporary and tactical uses, its apparent

simplicity conceals many technical difficulties and that its potential-

ities for the alleviation of existing ills are extremely limited.

There remains the third type of modification; the assignment to

the Federal Government of all those types of taxes in the adminis-

tration of which it posesses a substantial advantage as compared
wMth the states, with provision for such a division of the yield with

the states as is appropriate to the functions assigned to them on the

basis of the principle of efficiency. The practical application of

this plan would result, I feel sure, in the federal administration of

the bulk of the taxes on sales and consumption and. I suspect, in

the federal administration of the death duties and the personal and

corporate income taxes as well. Such a program has the theo-

retical potentialities of a complete solution of all the difficulties

which prompt the present criticism of the existing relation. It calls

for an efficient distribution of governmental functions including

that of tax administration and eliminates the wastes of dual admin-

istration of the same taxes. It appears to eliminate all four of the

obstacles to efficient state tax administration traceable to the exist-

ence of state lines—by the device of eliminating the lines whenever

they are obstacles.

The disadvantages of this proposal, however, should not be mini-

mized. It is surgical treatment. To some it seems like cutting off

the foot to cure a corn. To others it is merely the quick and
merciful job of the surgeon's knife lancing an infection which
threatens to develop into general poisoning of the system. Perhaps
the most serious question is this : Is it reasonable to hope that a

sound and satisfactory arrangement can be worked out for dis-

tributing among the states the funds collected for them by the Fed-
eral Government? If the answer is negative, this plan must be

discarded. Before asking support to a proposal for integration,

therefore, the proponents should elaborate their plans for distribu-

tion, for here is the heart of the problem. Shall the distribution

be based on the theory that the Federal Government is acting as the

agent of the states in administering state taxes? If so, the ques-
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tion for which an answer must be found is: Whose taxes are these?

An excise on cigarettes designed as a consumption tax but collected

from the factory in North Carolina would go, not to North Caro-

lina, but would be distributed among the states according to esti-

mates of consumption. The proceeds of a business income tax

would be distributed in accordance with the answer given to the

question: Where did this income arise? In other words, the whole
allocation problem, far from being solved, is merely transferred to

the lap of the Federal Government for solution. If the distribution

is to be based on the theory that the taxes are true national taxes

the indicated plan of distribution would be quite different. The
money should then be thrown in support of functions of general

national concern and apportioned among the states for designated

purposes, such as for roads or schools, in accordance with standards

of need and economic strength.

I could be more enthusiastic for integration if some of my oldest

and wisest friends were not so certain that no satisfactory solution

of this distribution problem is possible. I have personally wit-

nessed enough of the hard-boiled political grabbing of central funds

to transform a saint into a cynic. Nevertheless the picture is not

wholly a dark one and enough progress has been made, particu-

larly in the technique of distributing money in support of public

education, to justify the hope that the problem is not insoluble.

In conclusion, it can be asserted with confidence that, while none

of the proposals for coordinating the federal and state tax systems

offers a clear and unobstructed road out of the present morass, the

expansion of federal administration offers on the whole fewer diffi-

culties and greater rewards than either separation or the crediting

device. Gradual progress in the direction of the nationalization of

the tax system seems to be almost inevitable. It is in harmony
with the experiences of state finance in this country. If the history

of Germany, where the governmental structure rather strikingly

resembles our own, is of significance for us, this line of develop-

ment is to be anticipated. The very stars in their courses seem to

fight for it. Each technical advance in the field of transportation

and communication makes it more certain. The cost, in time and

labor, of overcoming the friction of space is, after all, the most

important factor governing the economical size of the administra-

tive unit. Today in these terms the United States of America is

much smaller than was the state of New York alone when the

Constitution of the United States was adopted this week one hun-

dred and forty-five years ago. I suspect that no amount of high-

sounding talk about states' rights and the principles of our federal

form of government will ultimately prevail against the indignation

of a citizenship compelled to go through useless and expensive

motions to conform to duplicate tax laws and to meet the costs of
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duplicate tax machinery, especially if there is added the confession

of state tax officials that they are so hamstrung and circumscribed

by state lines that they cannot successfully perform their tasks.

Chairman Haig : We have as our chairman for this afternoon

Mr. J. F. Lyon of South Carolina, general counsel for the South

Carolina Tax Commission. Mr. Lyon has had a great deal of ex-

perience in the field which is treated in this afternoon's program,

including responsibility for a number of very important cases be-

fore the Supreme Court involving questions of interstate commerce.

I take great pleasure in presenting to you General Lyon.

J. F. Lyon (South Carolina), presiding.

Chairman Lyon: Ladies and Gentlemen of the Conference: I

esteem it quite an honor to preside over your deliberations for even

a brief moment. The National Tax Association has exerted a most

wonderful influence upon taxation throughout the United States.

I may say that it was largely through the activities of Senator

Edmonds from Pennsylvania that I lost an important case in the

Supreme Court of the United States, because of his activity on

reciprocity with regard to inheritance taxes. Now, I have not been

so enthusiastic on that, and I shall tell you why. We are like those

who fish in our own little pool, and South Carolina's fish are rather

small, and they are not very numerous; and when we find a good

fish in there, especially if he be from Pennsylvania or New York,

we like to catch him. But, through the Senator's activities, he has

succeeded, with other forces that have joined in with him, in hav-

ing the Supreme Court of the United States change the Constitu-

tion in that respect. It really was quite nice for the South Caro-

lina treasury to get about $100,000 inheritance tax out of the

Beidler Estate in Chicago; and it was quite unfortunate for me to

lose about fifty or sixty thousand dollars tax in that same case be-

fore the United States Supreme Court—largely on account of the

good work of my friend from Pennsylvania.

It is true that I have been before the Supreme Court of the

United States in several very important cases; and the decisions

with the exception of the one I mentioned seem to have fallen my
way, but I claim no credit for that whatsoever. In a case about

eighteen months or two years ago my adversaries appealed from an

order of a three-judge federal court denying an interlocutory in-

junction. My adversary addressed the court and made what I

thought was a very fine argument. I presented myself to the court

and Chief Justice Hughes said. " Just wait a minute," and I saw

him writing something on a little slip of paper, and he passed one

to the associate justices down one side, and another paper to the

justices down on the other side, and he looked down on each side,
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and they nodded, and he said to me. " The court does not desire

to hear further arguments." So, while I understood generally what
that meant, I could not see where I could claim very much credit

for winning that case. Now, it is perhaps a remarkable thing that

in two other cases, which involved this great commerce clause, and
which I think is the most important perhaps in the Constitution,

the Chief Justice announced to me that the Court did not desire to

hear further arguments. I do not see just exactly where I am to

claim very much credit for those cases coming my way.

Philip Zoercher: Maybe they read your briefs.

J. F. Lyox : Perhaps so. A right interesting experience that we
had before the court was in an electric power tax case. You know
that the state of Utah has levied what they call a kilowatt hour tax.

South Carolina has done the same, and the South Carolina Act not

only taxes the electric power that is generated within the state, both

by water power and by steam power, but it taxes electric power
generated in other states and w-hich is brought into South Carolina

and sold after it has lost its interstate character. Now, those of

you who are lawyers here may know that we had something to say

on each side as to when that electric power, in our case brought in

from the state of Georgia and sold in South Carolina, lost its inter-

state character, if it ever lost it. The three-judge federal court in

that case, however, declined to grant interlocutory injunctions, and
my adversaries appealed again in that case, all three of them.

When we went before the Supreme Court my adversary presented

his case or started to present it, and the Chief Justice seemed to be

looking through some document that he had, a transcript of record,

I suppose, and he said, " What are you appealing about in this

case?" He said, "We are appealing from a denial of an inter-

locutory injunction." The Chief Justice announced, " The Court

will only hear you on the question of abuse of discretion." Before

that the Court had been hearing me on everything in similar ap-

peals, that any one would bring up, and that ruling was something

new that was sprung on my adversaries, who frankly said, " Well,

there is no assignment of error on the question of abuse of dis-

cretion," and we folded our papers and marched back down. In

due season I received the clerk's check for $20 in each case, the

docket fee for the attorney who had won.

We have for discussion this afternoon " Taxation of Property

and Business as Affected by the Commerce Clause." It is an in-

tensely interesting subject. As we come more in contact with each

other, know each other in the various states better, have more
commerce, more visitation, more frequently the question arises as

to how and when a person engaged in a business is protected by the

interstate commerce clause. The first gentleman who will address
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you on this subject is !Mr. C. W. King, attorney for the Oklahoma
Tax Commission—Mr. King.

C. \V. King (Oklahoma) : Mr. Chairman, Ladies and Gentle-

men : On behalf of Governor William H. Murray and Honorable

Melven Cornish, chairman of the Oklahoma Tax Commission, we
acknowledge the consideration extended to the Oklahoma Tax Com-
mission during the first term of its existence by the program

committee; and also our personal appreciation of the splendid

courtesy accorded by Honorable Henry F. Long, commissioner

from ]Massachusetts.

The principle of legislation advocated in this paper reflects the

views of Governor Murray and the Oklahoma Tax Commission.

TAXATION OF CAPITAL EMPLOYED IN

INTERSTATE COMMERCE
C. W. KING

Attorney, Oklahoma Tax Commission

When the Supreme Court of the United States in the Bank Tax
Case said " the power to tax involves the power to destroy," it

meant an unlimited power of an original and unrestricted sov-

ereign state. When the power to tax is exercised by a state of the

American Union under restrictions requiring equality of treatment,

guaranteeing due process of law and prohibiting the impairment of

contract, the presumption of the exercise of that power to the point

of destruction must fall. The simple reason is that if the power to

tax a given subject is limited to the same rate and form of taxa-

tion applied to a like subject within the sole jurisdiction of the

state, no presumption of law obtains that such state would tax its

own institutions to the point of destruction. In other words, there

is no legal presumption that a state will commit governmental

suicide by taxing its own institutions or capital to either the point

of destruction or serious impairment. The slogan, " the power to

tax is the power to destroy." is the basic, and often repeated, reason

for holding by the courts that the subject matter of interstate com-

merce cannot be taxed by the states, along with federal instru-

mentalities, agencies and other subjects, not within the taxing

power of the states.

At the time of its adoption and application, in the case of McCul-
loch v. Maryland, 4 Wheaton 316, 4 L. Ed. 579, there was no

consent of Congress, coupled with a limitation of the power, to the

effect that such institutions as the federal banks should not be taxed

at a greater rate or in a greater amount than like institutions organ-

ized under the laws of the taxing state. The Congress of the

United States remedied this manifest injustice by authorizing the

several states to lew the same measure of tax against national
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banking associations that such states apply to other financial insti-

tutions whose moneyed capital is employed in competition with such
national corporations.

The clause of the Constitution of the United States which vests

in Congress exclusive control over interstate commerce also confers
upon that Congress equally plenary power and jurisdiction over
commerce with the Indian tribes. In fact, the subjects of com-
merce with foreign nations, commerce among the several states and
commerce with the Indian tribes are placed in the same category
and the power over all is couched in one sentence.

The power to coin money and provide for its circulation through-
out the states of the nation through the agencies of the central

government, to wit: national banking associations, is perhaps the

most exclusive federal jurisdiction conferred upon Congress. The
exercise of such power is the most complete federal instrumen-
tality vouchsafed in the Constitution, yet Congress has permitted

the states to tax the property of the agencies and instrumentalities

through which the currency of the nation is issued and placed in

circulation.

As to the Indians, the jurisdiction of Congress is complete. The
property of the Indian, the income therefrom, mineral products

derived from leases on restricted Indian lands, such as lead and
zinc and oil and gas were, according to many pronouncements of

the Supreme Court of the United States, wholly immune from state

taxation. Not only that, but that high Court taking a step farther

has uniformly held, that, even what is known to all miners and
oil and gas producers as the working interest, as commonly applied,

the seven-eighths part which goes to the lessee, who is either an
unrestricted white man or an oil-producing corporation, were like-

wise immune from taxation either ad valorem, income, excise, or

other form. Such holdings were based upon the same principle

that " the power to tax is the power to destroy."

From the crying injustice and inequality of the foregoing, the

Congress of the United States, in extending the restrictions and
trust periods for the various Indian tribes, as a result of pressure

from other taxpayers of the states affected, principally and mainly

the state of Oklahoma, because of its greater Indian population,

relaxed the rigor of the rule and provided in such Acts that oil

and gas and lead and zinc and other minerals produced from re-

stricted Indian lands should be subject to the same forms of taxa-

tion as apply to like minerals produced from the lands of unre-

stricted citizens.

There is almost perfect analogy between the two foregoing cita-

tions and the power of Congress over interstate commerce, and
these examples of the Federal Bank and the Indians are made
matters of reference for the sake of illustrating that the plenary
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and exclusive power of Congress over a subject matter is no in-

surmountable barrier to its taxation upon an equal basis with like

property in a given state. If the framers of the Constitution, or

the states adopting same had realized that the commerce clause

would be construed to prevent the states from applying the same
measure of taxes to capital employed in interstate commerce which
under its Constitution and laws were to be applied to like capital

employed in domestic commerce, we are strongly of opinion that

the taxing power would have been reserved therein in express

language.

The tendency of modern advancement in the matter of taxation

in every state in the Union is away from ad valorem property tax.

It is no answer to the instant demand of the states to be per-

mitted to tax capital employed in interstate commerce, that the

states now have the power to tax physical properties on an ad
valorem basis where there is a fixed situs in that state, even

though such property is employed in interstate commerce. Every
person or corporation engaged in intrastate business in a given

state pays ad valorem taxes upon its property, yet it is also sub-

jected to corporation franchise tax, excise taxes, occupation taxes,

stamp taxes and other special taxes. These indirect taxes are all

withheld from the state's power when dealing with interstate cor-

porations, as constituting unlawful burdens on interstate commerce,
which the courts say may not be touched by the sovereign taxing

power of a sovereign state. Why ? Because " the power to tax

is the power to destroy."

At the meeting of this Association in St. Louis in 1925 a pro-

posal w^as made by resolution asking Congress to permit the taxa-

tion by the states of the restricted property of Indians. Since that

date by every Act of Congress wherein an extension of Indian

restrictions has been made or the trust periods prolonged, permis-

sion has been granted to the state to apply the same measure of

taxation to the properties as is applied to the unrestricted citizen

or corporation.

At the last meeting of this Association in Atlanta, Georgia, a

year ago, a resolution was offered seeking the influence of this

body and its members to induce Congress to render further justice

by the passage of an Act that would permit the several states to

apply the same measure of taxation to property and business em-
ployed in interstate commerce within the given state that such state

applies to property and business employed in internal commerce,
commonly known and referred to as "'intrastate commerce." Imme-
diately following the introduction of this resolution and the sub-

sequent recommendation of this Conference that it be considered

by the Program Committee for discussion at this time, a bill em-
bodying the principles herein advocated was introduced in each
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house of congress and referred to the Finance Committee of the

Senate and the Ways and Means Committee of the House.

The Senate Bill, Xo. 3074 of the 72nd Congress reads as follows

:

"A Bill

Granting consent to the several states to tax property

employed and business done, in interstate commerce.

Be it enacted by the Senate and House of Representatives

of the United States of America in Congress assembled. That

each of the several states may levy and collect license, fran-

chise, gross revenue, registration, or any other forms of taxes

upon, or measured by, any property employed, or business

done, within such state, in interstate commerce, in the same

manner and to the same extent as such taxes may be imposed

under the constitution and laws of such state upon like prop-

erty employed, and business done, in commerce wholly within

the state, except that (a) in no case shall the tax imposed be

at a greater rate than is assessed upon like property employed,

and business done, in commerce wholly within the state, and

(b) nothing contained in this Act shall be construed to author-

ize the taxation of the same property and business by more

than one state."

The House Bill is identical.

To the members of this body, of course, it is unnecessary to

discuss the maze of confusion and interminable litigation resulting

from the inability of the states to levy special license fees or ex-

cises upon that portion of the capital or capital stock of corpora-

tions or other persons represented by the investment employed in

interstate commerce. A large percent of the time of the courts

both federal and state is taken up in the determination of whether

this or that franchise, license or income tax impinges upon inter-

state commerce. In the state of Oklahoma alone there is now
pending a large number of cases wherein the issue is whether the

corporation license tax and the 1931 income tax are unlawful

burdens upon the capital of taxpayers employed in interstate com-

merce. The decisions of the courts show that this character of

litigation is common to almost all the states in the Union. The net

income tax Acts of some states are attacked on the ground that

the income against which the tax is laid is the result of interstate

commerce transactions and do not fall within the rule of the U. S.

Glue Company Case and the Shaffer Case, the contention of the

taxpayer being that the interstate income is inseparable from the

intrastate income and, therefore, immune. With the consent of

Congress to lay the taxes named upon the entire capital employed
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in both intrastate and interstate commerce within the taxing state,

the bull< of this Htigation will be minimized if not eliminated. The
only question that will remain will be that of allocation, which is

principally a bookkeeping or accounting proposition. The question

will be raised in the minds of some as to what will happen in case

of physical inability to separate the interstate from the intrastate

business of a given company, operating in a number of states, such

as telephone, telegraph and power companies. In the first place,

let it be understood that a mathematical nicety in this respect is not

required. According to the decisions of the courts a substantial

approximation, so long as there is a reasonably dependable standard,

is sufficient. No exact uniformity is possible, nor has it ever been

applied in taxation apportionment.

It is well known, however, by every tax student that an intricate

question is presented by a case where the interstate and intrastate

business is commingled and difficult of separation within a given

state. This condition has resulted in the ruling by the courts, that

in such case the state cannot tax the value of the capital employed
in either interstate or intrastate business. Separation of the inter-

state from the intrastate would not be necessary under the law

herein sponsored, applying the tax equally to both and, as herein-

before stated, the only question which might cause any confusion

would be that of allocation between states. This problem could

well be solved at least with very close approximation, in the first

instance, by the taxpayers themselves. In almost all cases the

company's books afford reliable bases for this purpose. A formula

of apportionment based upon proportion of gross income, invested

capital, mileage, or some other measure, would be sufficiently ac-

curate to satisfy the law as to amount of capital employed within

the respective states. The returns of m'any taxpayers under present

corporation license or franchise statutes undertake to show that

their business conducted in a given state is wholly or largely inter-

state, thereby casting upon the officers of the state, charged with

the enforcement of those laws, the burden of determining that por-

tion to which the tax may apply. The best formul'a that may be

adopted, with the greatest responsibility possible placed upon the

taxpayer, to make the division or separation, remains the subject of

much confusion to those charged with the administration. The
interstate portion of a company's business in a given state enjoys

the same police protection and has all the advantages that the state

government affords to intrastate commerce, and it is manifestly

unjust that interstate companies should only pay the naked od

valorem tax upon property having a fixed situs in the state and

escape all of the other forms of tax, while those companies engaged

in intrastate business pay the ad valorem tax upon their physical

properties and are also subjected to the license, franchise, excise
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and other special taxes. In the light of the tremendous spread of

corporation enterprise through holding companies and consolida-

tions, it is unfair to the state for the interstate corporation or indi-

vidual to be relieved of the same measure of tax that its competing

corporation or other person engaged internally is compelled to pay.

To pursue this line of discussion before this body is useless because

the condition is well known to each of you. The multiplied hazards

to the general public and those engaged in domestic commerce
should need no further example than the interstate transportation

of freight by motor truck—which has made a commercial road-bed

of the state built and maintained highways. Thirty-two bales of

cotton drawn by one truck-tractor is not an unusual load.

All argument as to the condition presented, and the necessity for

the consent of Congress to permit the states to tax capital employed
in interstate commerce, would be idle without some reference to

show that Congress may legally grant such consent to the states.

There may be those who on first consideration would say the pro-

vision of the Constitution prohibiting states from laying imposts or

duties would operate to prevent the states from the levy of an

excise or license tax upon capital employed in interstate commerce.

The Supreme Court of the United States in the early history of

our country settled that question for all time, in the case of Wood-
ruff V. ParJiam, 75 U. S. (8 Wall.) 123, and in Dooley v. The
United States, 183 U. S. 151. In the cases cited, the court held:

" The word ' impost ' as used in the Constitution, providing

that no state shall, without the consent of Congress, levy any
imposts or duties on imports or exports does not relate to the

shipment of goods between states, but to those brought in from
foreign countries."

As to congressional consent to the exercise of the taxing power by

the states over capital employed in interstate commerce, the Su-

preme Court of the United States has, in a number of cases, so

plainly expressed the view, it no longer appears in the doubtful

column. In the case of Brennan v. TJie City of TitrtsviUe, 153

U. S. 289, Mr. Justice Brewer, after quoting from the cases of

Gibbons v. Ogden, 9 Wheaton 1, and Brown v. Maryland, 12

Wheaton 419, written by John Marshall, states:

" We think it must be considered, in view of a long line of

decisions, that it is settled that nothing which is a direct burden

upon interstate commerce can be imposed by the state zt'itJioiit

the assent of Congress, and the silence of Congress in respect

to any matter of interstate commerce is equivalent to a declara-

tion on its part that it should be absolutely free."

In the syllabus of that case similar language is used as follows

:
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" Nothing which is a direct burden upon interstate com-

merce can be imposed by the state zintJiout the assent of Con-

gress. . .
."

The foregoing shows clearly that the Supreme Court of the

United States entertains no doubt of the power of Congress to

grant its consent to the states to levy a tax which otherwise would

be construed to be a burden upon interstate commerce. Convinc-

ing authority to this end is at hand, but this is no forum for

technical legal briefs and the foregoing will be deemed sufficient to

support the position here taken.

This proposal does not involve any principle of the delegation by

Congress of a power to regulate commerce. It involves only the

declaration and avowal on the part of Congress that the applica-

tion by the states "of equal taxation to all commerce shall not be

deemed or construed to be an unlawful burden on interstate com-

merce. This legislative construction would be followed by the

courts without serious question.

If the tax commissions or other agencies exercising similar func-

tions here represented will fully present this issue to their congress-

men, I am fully convinced that the principle herein presented will

be enacted at the first session of Congress to which such recom-

mendations are made. As above stated, the action already taken

has resulted in the introduction of bills in both houses of Congress.

The importance of the subject and the desirability of the end to

be obtained would justify the concerted action of the several states

here represented, to obtain the appropriate legislation to effect the

purpose.

Chairman Lyon : The next speaker to address you is Mr. Ros-

well Magill, of the Columbia University Law School.

RoswELL Magill : Ladies and Gentlemen : I particularly regret

having to present a technical topic to you at this hour in the after-

noon, and I particularly regret it because I have no ministers or

fish to perform on the platform in front of you. The best I can do

is simply to make the Supreme Court dance as best it can. I can

promise you, however, that the discussion which I am about to

make wall not take very long. I bespeak your patience for that

period.

16
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TAXATION OF PROPERTY AND BUSINESS AS
AFFECTED BY THE COMAIERCE CLAUSE

ROSWELL MAGILL

Columbia Universitj- Law School

Since the decisions wlierein the Supreme Court has outHned the

scope of state power to tax corporations doing an interstate husi-

ness have been elaborately discussed before this Association ' and
in the legal periodicals,- there is little reason for my paper here

this afternoon, except as it may enable a readier consideration of

the proposals made to you by Professor Haig and Mr. King. My
discussion will, however, be cast in somewhat different form than

that of my predecessors; for I shall organize it around the forms
of taxation, property, excise, and income, rather than around the

particular decisions; and I shall emphasize mainly the result the

court has reached, rather than the merits or deficiencies of the

reasoning whereby it was obtained.

It is interesting to trace the rise and fall of various premises and
conclusions which the Supreme Court has from time to time adopted
in this field. Decisions by the Supreme Court have shown the

gradual abandonment of doctrines once regarded as logically un-

assailable, and the development of substitutes, which in turn have
been abandoned. Too often the abandonment has been wholly

tacit; in the same opinion, the court has quoted the words of a

prior decision, only to decide the instant case on a basis apparently

irreconcilable with the predecessor. Scholarly writing has not un-

naturally emphasized these logical inconsistencies and uncertainties.

It is not surprising, therefore, that the opinion has grown that

Congress must cut the Gordian knot that the Supreme Court has

been tying for forty years between Horn Silver Mining Co. v. A^cw

1 See particularly the excellent paper delivered by Professor T. R. Powell
of the Harvard Law School in 1925, Busiiiess Taxes and the Federal Con-
stitution.

- Here again tlie jirincipal writing has been done by Professor Powell.
See particularly his exhaustive articles, " Indirect Encroachment on Federal
Authority by the Taxing Powers of the States" (1918), 31 Harv. L. Rev.

321, 572, 721, 932; (1919), 32 id. 234, 374, 634, 902; "Contemporary Com-
merce Clause Controversies, over State Taxation" (1928), 76 U. of Pa. L.

Rev. 773, 958. I am in his debt for many of the ideas advanced herein ;

I have tried to indicate particular obligations by approj^riate references.

Other useful articles by Powell are " Supreme Court Decisions on the

Commerce Clause and State Taxing Power, igio-1914" (1922), 22 Col. L.

Rev. 133; " Due Process Tests of State Taxation. 1922- 1925 " (1926), 74 U.
of Pa. L. Rev. 423, 573. See also the several articles by Isaacs, " Federal

Protection of Foreign Corjiorations " (1926), 26 Col. L. Rev. 263; "Sub-
ject and Measure of Taxation" (1926), 26 Col. L. Rev. <)39 ; and " Business

and Property Taxes" (1926), 36 Yale L. J. 195.
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York 2 and Haus Recs Sons v. Xortli Carolina^ This paper will

not treat the various proposals for legislation at length, for they

have already been adequately presented by Dr. Haig and Mr. King.

I shall consider rather the present scope of the state taxing power

over corporations engaged in interstate business, as defined by de-

cisions of the Supreme Court.

Since I shall have time to discuss only those leading decisions of

the court which appear to represent its views today, my paper may
give you a delusive impression of simplicity and order among these

decisions. In fact, many of them represent the end result of an

evolutionary process, in the course of which many theories were
tried, only to be .ultimately discarded. Moreover, there is no dearth

of difficult questions remaining to be decided, only a few of which
can be suggested here.

I. Property Taxes

The taxation of tangibles presents no particular difficulty within

the scope of this discussion = except in the case of property moving
in and out of the state. In the case of cars moving in interstate

commerce, there are several possibilities: (1) to tax all the cars

at the corporate domicile; (2) to tax all the cars in the state on
tax-day; (3) to tax the average number of cars employed within

the state during the year. The second and third methods are, of

course, mutually exclusive ; but the first might conceivably be ntil-

ized by the state of the domicile in combination with either of the

latter two. utilized by the other states. So far as the decisions go,

it appears that the first method may be used only in the absence of

a showing that the cars are permanently employed in another tax-

ing jurisdiction.*' The third method was sanctioned in American
Refrig. Transit Co. v. Hall.' The second would perhaps be open to

objection, if the particular cars were merely passing through the

state on tax day;* in any event, it is less desirable as a method
than the third.

3 143 U. S. 305, 12 Sup. Ct. 403 (1892).

4283 U. S. 123, 51 Sup. Ct. 385 (1931).

5 Problems of disproportionate or excessive assessment and of valuation

generally will not be considered here.

^ Cf. Union Refrig, Transit Co. v. Kentucky, 199 U. S. 194, 26 Sup. Ct.

36 (1905) ; People ex rel. N^eiv York Central etc. R. R. Co. v. Miller, 202
U. S. 584, 26 Sup. Ct. 714 (1906) ; and So. Pac. Co. v. Kentucky, 222 U. S.

63, 32 Sup. Ct. 13 (1911). Evidently the ta.xpayer has the burden of estab-

lishing that a definite number or proportion of the cars are permanently
absent from the state.

7 174 U. S. 70, 19 Sup. Ct. 599 (1899)-

^ The validity of the tax would presumably be attacked by a company
wh'ch had decidedly more cars in the state on tax-day than the average
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So far as freight itself is concerned, the Supxeme Court early

held that a state may not tax goods merely passing through ;
'* but

that it may fully tax goods which have not begun an interstate

shipment, or whose interstate journey has terminated.^" There is

some difficulty in deciding these questions of fact, and the Supreme
Court may be open to criticism in its determination of some of

them,^^ but it can hardly be said to have rendered this form of

taxation unavailable. As to freight or oil merely passing through

the state, it may well be urged that the state should be allowed the

same tribute for the protection it affords that it has been allowed

in the case of the cars carrying the freight. It is not wholly clear

that the state is without power to tax, for example, one pipeful of

oil in a pipe-line passing across it.^- But the practical difficulty in

the case of freight moving across and out of the state, of working

out any plan which would not be either too arduous to administer

or too burdensome on interstate traffic; as well as the fact that the

shipments will ordinarily be capable of ad valorem taxation in at

least one state make the present system tolerable.

The taxation of stocks, bonds and mortgages raises no commerce
clause questions, though important due process questions are opened

since a majority of the Supreme Court adopted the conclusion that

number of cars employed in the state during the year. If the cars are

moving in interstate commerce, the justification for taxing them at all seems
to rest on the fact that an average number were being given state protec-

tion throughout the year, rather than on the fact that fortuitously a given

number were in the state on the tax-day.

9 Case of the State Freight Tax, 15 Wall 232 (1873) ; Coe v. Errol, 116

U. S. 517, 6 Sup. Ct. 475 (1886); Champlain Realty Co. v. Brattleboro,

260 U. S. 366, 43 Sup. Ct. 146 (1922).

1° Coe V. Errol and Champlain Realty Co. v. Brattleboro, cited supra,

note 10. On the same theory, a state may tax property which ha- tem-

porarily come to rest within it in order to serve some business purpose of

the owner, even though the interstate journey is to be subsequently resumed.

See Bacon v. Illinois, 227 U. S. 504, 2>3> Sup. Ct. 299 (1913).

^^ See comment by Powell, Contemporary Commerce Clause Controversies

(1928), 76 U. of Pa. L. Rev. 773, 780.

'- See Powell, op. cit., note 2, p. 774. Cf. Prairie Oil &' Gas Co. v.

Ehrhardt, 244 111. 634, 91 N. E. 680 (1910) ; and West Virginia Pipe Line
Co. v. State, 95 W. Va. 285, 120 S. E. 759 (1923), both of which decisions

deny the power to tax the oil. The latter decision is commented on in

(1924) 22 Mich. L. Rev. 739, which supports the view that the state has

the power to tax one pipeful of oil under these circumstances.

In Champlain Realty Co. v. Brattleboro, cited supra, note 9, Mr. Chief

Justice Taft, speaking for the court, said (p. 376) :
" The interstate com-

merce clause of the Constitution does not give immunity to movable prop-

erty from local taxation which is not discriminative, unless it is in actual

continuous transit in interstate commerce. When it is shipped by a com-

mon carrier from one state to another, in the course of such an uninter-

rupted journey it is clearly immune."
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to subject stocks or bonds to inheritance taxation both at the domi-

cile of the creditor and at the domicile of the debtor was objec-

tionable under the Fourteenth Amendment. ^^ The court's use of

property tax cases in the course of its opinions leads to the con-

clusion that similar holdings as to the property tax may be ex-

pected unless changes in the personnel of the court convert the

minority into a majority.^* Although the reasoning of these de-

cisions may be attacked on various grounds, the result reached—

-

the elimination of multiple state taxation of inheritances—can hardly

be regarded as undesirable.

The really vital question under the property tax, however, is not

the validity of a tax upon this or that specific item of property,

but the available methods for the taxation of the value of a whole
business enterprise. To what extent can Oklahoma tax not merely

the value of the average number of Pullman cars employed in

Oklahoma, but a portion of the value of the entire capital stock of

the Pullman Company? The value of the capital stock will fre-

quently reflect in part the value of an office building in Chicago,

a plant also in Illinois, securities in other companies not operating

in Oklahoma, and the value attached to a going concern that is

able to operate over the whole United States.^^ It may well be that

in a particular case none of these items is subject to tax as such

in Oklahoma. Yet, since Pullman's Palace Car Co. v. Pennsyl-

vania,^'^ the Supreme Court has permitted a state to assign to itself

for purposes of ad valorem property taxation not merely an aver-

age of the tangible property used in the state but a portion of the

value of the entire capital stock of a foreign corporation represent-

ing intangible as well as tangible values. In the case of property

making up a system operated in a number of states, it seems in-

equitable to hold that, for taxing purposes, the intangibles are to be

'^^ Farmers Loan & Trust Co. v. Minnesota, 280 U. S. 204, 50 Sujd. Ct.

98 (1930) ; and First National Bank of Boston v, Maine, 284 U. S. 312,

52 Sup. Ct. 174 (1932).

^* It will be interesting to observe the ultimate fate of Cream of Wheat
Co. V. Grand Forks, 253 U. S. 325, 40 Sup. Ct. 558 (1920), in which the

Supreme Court upheld what \vas assumed to be a tax by the state of domicil

upon all the intangible property of a corporation, its property and business

being located elsewhere. Obviously double taxation might follow, which
the court in 1920 did not regard as a violation of the Fourteenth Amend-
ment. The decision may still be sustained on various grounds, among them
the apparently greater power of a state to tax its own corporations. See

p. 253, infra.

^^ Obviously it might have been held that this value arose out of a fed-

eral franchise under the commerce clause, and hence was exempt from taxa-

tion by any state. See Henderson, The Position of Foreign Corporations in

American Constitutional Law, 120,

10 141 U. S. 18, II Sup. Ct. 876 (1891).
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regarded as located exclusively in the state of corporate domicile.

As the Court said on rehearing in Adams Express Co. v. Ohio,^''

" Every state within wliich it is transacting business and
where it has its i)roperty. more or less, may rightfully say that

the $16,000,000 of value which it possesses springs not merely

from the original grant of corporate power by the state which

incorporated it or from the mere ownership of the tangible

property it has combined with contracts, franchises and privi-

leges into a single unit of property, and this state contributes

to that aggregate value not merely the separate value of such

tangible property as is within its limits, but its proportionate

share of the value of the entire property."

It is important to note that this form of taxation may be applied

to a corporation doing an interstate business, so long as it has in

fact some property in the state. ^* ^Moreover, it obviously enables

a state to tax an amount largely in excess of the value of the

tangible cars or other property within its limits.

Suppose, however, that the corporation has property outside the

state which has no reasonable connection with the business done in

the state, as, for example, an investment in the stock of a sub-

sidiary doing a totally different business. Or suppose it has out-

side the state large cash reserves, or a valuable terminal or office

building, none of which is essential to the business done in the

.state. The taxpayer has two possible major objections to the appli-

cation of this scheme of taxation in any given case: an objection

to the base, and an objection to the ratio. Since the state is en-

deavoring to tax a fair share of the total value of a system, it can

reasonably be required to exclude from the total any property

which does not really form a part of the system.^" The second

objection is thus stated by Mr. Justice Holmes in Fargo v. Hart : -'^

1" i66 U. S. 185, 17 Sup. Ct. 604 (1897).

18 Note the distinction in this respect from an excise tax, brought home
in Ozark Pipe Line Co. v. Monier, 266 U. S. 555, 45 Sup. Ct. 184 (1925) ;

and Alpha Portland Cement Co. v. Massachusetts, 268 U. S. 203, 45 Sup.

Ct. 477 (1925), discussed by Powell in his article cited in note i; and in

76 U. of Pa. L. Rev. at 791, 793.

10 " Therefore no property of such an interstate road situated else\\here

can be taken into account unless it can be seen in some plain and fairly

intelligible way that it adds to the value of the road and the rights exer-

cised in the state. Hence the possession of bonds secured by mortgage of

lands in other states, or of a land-grant in another state or of other proj)-

erty that adds to the riches of the corporation but does not affect the North
Dakota part of the road is no sufficient ground for the increase of the tax

—

whatever it may be—whether a tax on projierty, or, as here, an excise upon
doing business in the state."— ^^r. Justice Holmes, speaking for the court

in Wallace v. Ilincs, 253 U. S. 66, 40 Sup. Ct. 435 (1920).

20 IQ3 u. S. 490. 24 Sup. Ct. 498 (1904).
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" So long as it fairly may be assumed that the different parts

of a line are about equal in value, a division by mileage is

justifiable. But it is recognized in the cases that if for in-

stance a railroad company had terminals in one state equal in

value to all the rest of the line through another, the latter state

could not make use of the unity of the road to equalize the

value of every mile. That would be taxing property outside of

the state under a pretense. ... In the Express Companies' 21

cases previously decided, it was pointed out that there was
nothing to show that the line might not fairly be assumed to

be of substantially the same value throughout. But it was
intimated on the pages just cited that if the companies should

prove the fact to be otherwise, a different rule would apply, and

the statutes were construed not to prevent such a difference

from being taken into account."

]\Ioreover, the ratio itself must use factors which are calculated

to produce a reasonably fair apportionment of values to the taxing

state. Although the opinion in Union Tank Line Co. v. Wright,--

invalidating a Georgia tax, is not very astute in distinguishing

Pullman's Palace Car Co. v. Pennsylvania,^^ nor very lucid in its

reasoning, it apparently stands on this footing. The factors used

were mileage over which cars traveled in Georgia compared to total

mileage, thereby taking no account of density of traffic. A car-

mileage formula would probably have been approved.

The limitation of Fargo v. Hart seems reasonable and workable,

provided that it is recognized that here, as elsewhere, an exactly

equitable apportionment is impossible, and, more particularly, that

the company must establish the inequity in the particular case. In

fact, the number of cases in the Supreme Court in which the com-

pany has upset the tax on this basis is quite small.-* It may be

-'^American Exp. Co. v. Indiana, 165 U. S. 255, 17 Sup. Ct. 991 (1^97) ;

Adams Exp. Co. v. Ohio State Auditor, 165 U. S. 194, I7 Si-p. Ct. 305

(1897) ; 166 U. S. 185, 17 Sup. Ct. 604 (1897) ; Adams Exp. Co. v. Ken-
tucky, 166 U. S. 171, 17 Sup. Ct. 527 (1897).

22249 U. S. 275, 39 Sup. Ct. 276 (1919), noted (1919) 28 Yale L. J. 802.

23 The decision in the Pull/nan case did not devote much attention to the

ratio. The Court said: "The mode which the state of Pennsylvania adopted,

to ascertain the proportion of the com]iany's property upon which it should

be taxed in that state, was by taxing as a basis of assessment such propor-

tion of the capital stock of the company as the number of miles over which

it ran cars within the state bore to the whole number of miles, in that and
other states, over which its cars were run. . . .

This was a just and equitable method of assessment ; and, if it were

adopted by all the states through which these cars ran, the company would

be assessed upon the whole value of its capital stock, and no more."

2* In addition to Fargo v. Hart, see Wallace v. Iliucs, 253 ^- S. 66,
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assumed that state tax commissions frequently make adjustments

of this character in the tax determined by the application of a

statutory formula. Nevertheless, it seems clear, first, that the states

have the power in this form to secure a fair tax from any cor-

poration doing business within their borders; and second, that the

administrative difficulties and litigation are no greater than what
must be expected in the taxation of a subject-matter of this char-

acter. Indeed, it is hard to see how much improvement could be

effected so long as the states and not the Federal Government are

permitted to collect these taxes.

Scz'crance Taxes: In this connection, the power of the states to

levy so-called severance taxes on natural resources produced within

their boundaries may conveniently be considered.-'^ Anthracite

coal,-^ iron ore,-" oil and gas,-^ and even furs -^ have been suc-

cessfully subjected to this form of taxation. The fact that the

greater part of the product is destined for extra-state consumption

is no bar to the tax. It is indeed quite likely that, in picking the

subject to tax, the state legislature may attempt to choose one

mainly consumed outside the state, and thus to pass the tax on to

consumers who are not constituents. Nevertheless, the Supreme
Court has left this evil to cure itself. "°

Tax on Gross Receipts in Lien of Property Tax: jNIinnesota im-

posed on certain transportation companies a tax fixed at a percent-

age of earnings from operation within the state. The state did not

otherwise tax the cars or the intangibles of the companies; and the

state court had held the tax to be a property tax, intended to reach

both their value as tangibles and the intangible values connected

with them. The Supreme Court has upheld this tax, on the theory

40 Sup. Ct. 435 (1920) ; cf. So. Ry. Co. v. Kentucky, 274 U. S. 76, 47 Sup.

Ct. 542 (1927) ; s. c. 284 U. S. 338, 52 Sup. Ct. 160 (1932) ; and Delaware
L. & W. R. R. Co. V. Peimsylvania, 198 U. S. 341, 25 Sup. Ct. 669 (1905)
(Pa. excise tax).

-^ See Powell, State Production Taxes and the Commerce Clause, 12 Cal.

L. Rev. 17 (1923) ; 29 A. L. R. 606 (1924) ; 32 id. 811, 827 (1924).

-^Heisler v. Thomas Colliery Co., 2bo U. S. 245, 43 Sup. Ct. 83 (1922)
(Property tax of 2Y2 per cent on value of coal prepared for market).

-" Oliver Iron Mining Co. v. Lord, 262 U. S. 172, 43 Sup. Ct. 526 (1923)

(6 per cent of value of ore, in addition to other taxes; the court regarded

it as an excise).

-'^ Hope Natural Gas Co. v. Hall, 274 U. S. 284, 47 Sup. Ct. 639 (1927)
(annual privilege tax on producers of natural gas and other minerals meas-

ured by the value of the entire production).

-^ Lacoste v. Department of Conservation, 263 U. S. 545, 44 Sup. Ct. 186

(1924). (Two per cent of value of skins, assessed to dealers; treated by

state court as conservation measure.)

^^ Resentment caused by the Pennsylvania anthracite coal tax brought

about its repeal as of May 31, 193 1 by an act passed in 1929.
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that the gross earnings are a mere measure of the imposition on

taxable property. ^"^ A tax on gross earnings from interstate com-

merce,^- and even a franchise tax measured by gross earnings from

interstate commerce ^^ have been held invalid. This insistence on

the form of the tax provides a handsome opening for scholarly

critics of the court's reasoning,^* but it also provides the state tax-

ing authorities with a perfectly clear description of the type of tax

which will be approved. So far as yield is concerned, the approved

tax is as good as the disapproved.

II. Excise Taxes

Under the guise of a property tax, the states may tax a portion

of the entire value of the capital stock of a company engaged in

interstate commerce, including whatever value accrues from the

privilege of doing business among the states. The states may also

tax gross receipts, including gross receipts from interstate com-

merce, provided the tax is in lieu of any other property tax. It

will be convenient next to consider whether excise and income

taxation is also practicable, in the light of the Supreme Court de-

cisions under the commerce clause. It is well to differentiate at

the start the special occupational tax, such as a tax on peddlers,

from the general corporation excise tax. The former cannot be

given extended consideration here, because of limitations of time.^^

For the same reason, it will not be possible to treat gasoline taxes,

or other sales taxes.^^ Our primary concern is whether the states

31 CudaJiy Packing Co. v. I\Ihincsofa, 246 U. S. 450, 38 Sup. Ct. 373
(1918). Contrast Ne20 Jersey Bell Tele-phone Co. v. State Board, 280 U. S.

338, 50 Sup. Ct. Ill (1930). In Great Northern Ry. v. Minnesota, 278
U. S. 503, the tax was apain upheld ; the court suggested that the railroad

might be able to show that valuable terminals outside the state would re-

quire an adjustment in the mileage formula used to assign earnings to the

state.

3- See, e. g., Phila. & So. Steamsliip Co. v. Pennsylvania, 122 U. S. 326;

7 Sup. Ct. 1 1 18 (1887), a tax of 8/10 per cent on the gross receipts of

every transportation company incorporated by or doing business in the

state.

33 Galveston, H. & S. A. Rv. Co. v. Texas, 210 U. S. 217, 28 Sup. Ct. 638

(1908).

3* One explanation of the court's jiosition is given by Mr. Justice Holmes
in Galveston etc. Ry. Co. v. Texas, 210 U. S. 217, 28 Sup. Ct. 638 CiqoS) :

" When a legislature is simply trying to value property, it is less likely to

attempt to or effect injurious regulation than when it is aiming directly at

the receipts from interstate commerce. A practical line can be drawn by

taking the whole scheme of taxation into account."

35 See Spahr, The Supreme Court on the Incidence and Effects of Taxa-

tion, ch. II ; Powell, op. cit., note i.

36 See Sonneborn Bros. v. Cureton, 262 U. S. 506, 43 Sup. Ct. 643 (1923).
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now have adequate power to lay and collect general excise taxes

from corporations engaged in business within their borders.

The premise of the early decisions, recently affirmed.^" was that

the state has the power to exclude a foreign corporation from
doing a local business within its borders. From this premise, the

conclusion was originally drawn that, in consideration of its per-

mission to enter and do business, the state might impose such a tax

as it thought fit. Mr. Justice Field expressed the proposition suc-

cinctly in Horn Silver Mining Co. v. New York:^^

" Having the absolute power of excluding the foreign cor-

poration the state may, of course, impose such conditions upon
permitting the corporation to do business within its limits as it

may judge expedient; and it may make the grant or privilege

dependent upon the payment of a specific license tax, or a sum
proportioned to the amount of its capital."

Mr. Justice Holmes later expressed the same conclusion in his dis-

sent in Western Union Telegraph Co. v. Kansas :^^

" Even in the law the whole generally includes its parts. H a

state may prohibit, it may prohibit with the privilege by avoid-

ing the prohibition in a certain way."

The difficulty with this proposition is that in fact taxation is not

necessarily a lesser form of prohibition.*'^ Theoretically, as Mr.
Justice Holmes put it in Western Union Tel. Co. v. Kansas: '" If

the license fee is more than the local business will bear, it can stop

that business and avoid the fee." It can, it is true, but in the case

of the telegraph business, it is probably more likely to go on, for

upholding a tax on a wholesale dealer in oils, equal to two per cent of the

gross receipts, as applied to a local sale of oil brought on from other
states, and remaining in the original packages. See comment by Powell,
Contemporary Commerce Clause Controz'ersies, "6 U. of Pa. L. Rev. 773,

784 (1928). Cf. Helsoii & Randolph v. Kentucky, 279 U. S. 245, 49 Sup.
Ct. 279 (1929), holding Kentucky could not validly collect a tax on ga^fl-

line purchased and delivered in Illinois and used in defendant's ferry boat
operating between Kentucky and Illinois. It was stipulated that 75 per
cent of the gasoline was actually consumed in Kentucky, and the tax was
computed only on the gasoline thus used.

"'Railway Express .Agency v. ]'irginia, 282 U. S. 440, 51 Sui). Ct. 201

(1930-

38143 U. S. 305, 12 Sup. Ct. 403 (1892).

3»2i6 U. S. I, 30 Sup. Ct. 190 (1910).

*" This is brought out by T. R. Powell with characteristic skill in " In-

direct Encroachment on Federal Authority," 31 Harv. I.. Rev. 572, 606
(1918).
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the fee may not be prohibitively, though it is unreasonably high.

Not infrequently the interstate business will carry the tax.

In the IVcstcni Union case, the state imposed a " charter fee " in

respect of all the authorized stock of the company, for the privilege

of doing local business. The company had been doing business in

Kansas for many years. The fee amounted to $20,100. In a pro-

ceeding to enjoin the company from doing a local business, the

company having refused to pay the fee. the court held 6—3 that

the statute was unconstitutional. The opinion refers to the facts

that the tax is measured by the entire authorized stock ; that such

a tax is a burden upon the company's interstate business even

though imposed for the privilege of doing a local business ; and

that the company was already lawfully in Kansas. The decision

has been well summarized thus

:

'
It stands for the more general proposition that, wherever

the abandonment of local business would appreciably increase

the cost of conducting the interstate business, the state cannot

measure a tax on the local business by a method which results

in imposing a substantial burden on the interstate business." ^^

The JVestcni Union case obviously terminated the era of un-

restricted power to tax foreign corporations which had seemingly

been introduced by the Horn Silver case. Having concluded that

a tax for the privilege of doing a local business might constitute

an unconstitutional burden on interstate commerce, it remained to

define more exactly what such a burden is. Conceivably the test

might be factual ; is the tax so large that in reality it must be

borne by the interstate business, or is it so small that it has no
measurable effect on such business. The Wester]i Union decision

had apparently substituted realism for formalism, in holding that a

tax on a subject admittedly proper, might be objectionable as an

actual burden on interstate business. The Court apparently applied

such a factual test in Baltic Mining Co. v. Massachusetts,'*^- where
the tax was small, though measured by the par value of the author-

ized capital stock. It met its Waterloo, however, in Cndahy Pack-

ing Co. V. Hiiikle *^ where a tax amounting to S580, measured by

an entire authorized capital stock of $45,000,000, was held invalid.

Local sales amounted to $1,313,275. The court did not consider

the objection that the tax was measured by authorized rather than

issued stock. Without disclosing his reasoning. ]\Ir. Justice ]\IcRey-

iiolds. speaking for the court, held the tax an invalid burden on

*i Powell, " Indirect Encroachment on Federal Authority," 31 Harv. L.

Rev. 572, 589.

42231 U. S. 68, 34 Sup. Ct. 15 (1913)-

*3 278 U. S. 460, 49 Sup. Ct. 204 (1929).
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interstate commerce, citing Alpha Portland Cement Co. v. Massa-
chusetts.*^

A factual test of the burden of each particular tax upon each

particular taxpayer has obvious practical difficulties, whenever
states are impelled to push their taxing power to the limit. If this

test had remained in use, it would be difficult to advise a state tax

commission how much of a tax could be imposed, beyond limits

approved in decided cases. A doctrinal test may be easier to apply,

whatever its theoretical justification, since then a tax, formally

within the pale, can with some assurance, be pre-determined to be

valid. What test seems, then, to be applied in recent cases? The
limitation, as defined in Looncy v. Crane Co.,*^ seems to be essen-

tially one of due process: the state may not tax a proper subject,

the privilege of doing a local business by a foreign corporation, by

a measure which would not be good irrespective of the exercise of

the privilege.'*^ We know that a tax on a foreign corporation

measured by the total capital stock and surplus is invalid,*'' but an

excise tax measured by that portion of the total capital stock which

the property employed in the local business bears to the total prop-

erty, has been upheld.*^ A similar tax measured by a fraction of

net income has also been upheld.*^ Possibly such a tax measured

by a portion of the gross receipts would be approved. ^° The tax

may not be measured by a fraction of the entire authorized stock,

4*268 U. S. 203, 45 Sup. Ct. 477 (1925).

*^ "
. . . the states are without power to use their lawful authority to

exclude foreign corporations by directly burdening interstate commerce as

a condition of permitting them to do business in the state in violation of

the Constitution, or because of the right to exclude to exert the power to

tax the property of the corporation and its activities, outside of and beyond
the jurisdiction of the state in disregard, not only of the commerce clause,

but of the due process clause of the Fourteenth .Amendment." Looncy v.

Cratie Co., 245 U. S. 178, 38 Sup. Ct. 85 (1917).

'^^ See comment by Powell, " Indirect Encroachment on Federal Author-

ity," 31 Harv. L. Rev. 572, 601 (1918).

^"^ Looney v. Crane Co., supra, note 45.

48 See, among others, Lusk v. Bothin, 240 V . S. 236, 36 Sup. Ct. 263

(1916) ; St. Louis, S. JV. Ry. Co. v. .4rkansas, 235 U. S. 350, 35 Sup. Ct.

99 (1914) ; Hump Hairpin Co. v. Emvierson, 258 U. S. 290, 42 Sup. Ct.

305 (1922).

4° Underwood Typewriler Co. v. Chamberlain, 254 U. S. 113, 41 Sup. Ct.

45 (1920) ; Bass, Ratcliff Gretton, Ltd. v. State Tax Comm., 266 U. S. 271,

45 Sup. Ct. 82 (1924).

50 If Maine v. Grand Trunk Ry Co., 142 U. S. 217, 12 Sup. Ct. 121

(1891) still stands, this would be clear. See the approving reference in

National Leather Co. v. Massachusetts, 277 U. S. 413, 48 Sup. Ct. 534
(1928). Cf., however. Crew Levick Co. v. Pa., 245 U. S. 292, 38 Sup. Ct.

126 (191 7) ; and Nc7tj Jersey Bell Tel. Co. v. Tax Board, 280 U. S. 338,

50 Sup. Ct. Ill (1930).
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as distinguished from the issued stockj^"^ not an unreasonable re-

striction to prevent the taxation not merely of extrastate but of

non-existent values. The states have, however, been given latitude

in placing an arbitrary valuation upon no-par stock ;
^- and they

may further include in their measures such otherwise exempt items

as the income from federal bonds or the bonds themselves. =^

This interpretation of the commerce clause forms a fair basis

for the taxation of foreign corporations, whatever criticism may be

leveled at the language in which the results have been stated. An
excise tax measured by a portion of the capital stock or of earnings

of a foreign corporation is not really to be justified as a reasonable

price for a privilege granted, for the legislatures have no facts be-

fore them as yet showing the value of the privilege of doing busi-

ness in the form of a foreign corporation, as distinguished from

some other form of organization. The tax constitutes, in reality, a

levy upon the property or earnings of the foreign corporation. It

is reasonable to limit it to property or earnings which can fairly be

allocated to that state, and this the Supreme Court has attempted

to do.

There is some indication that a state has greater powers in the

taxation of domestic than of foreign corporations. In Kansas City,

Ft. S. & M. Ry. Co. v. Botkin,^'^ decided after Western Union Tel.

Co. V. Kansas, the court upheld an annual tax on domestic cor-

porations measured by total paid-up capital stock, with a maximum
of $2,500. In Kansas City, Manphis & Birmingham R. R. Co. v.

Stiles,""^ the court upheld a similar tax measured by total paid-up

capital stock, with no maximum. In both cases, the court appar-

ently followed the reasoning of the Baltic Mining case : that the

tax in fact, amounting to $2,500 in one case and $2,434 in the other,

was not a burden on interstate commerce. Moreover, the court

emphasized in the second case the acceptance by the corporation of

the existing excise tax, by incorporating in the state. ^"^ The court

^^ Air-Way Elec. Appl. Co. v. Day, 266 U. S. 71, 45 Sup. Ct. \2 (1924).

^- See New York v. Latrobe, 279 U. S. 421, 49 Sup. Ct. 377 (1929).

53 See Educational Films Co. v. Ward, 282 U. S. 379, 51 Sup. Ct. 170

(1931), and its explanation of Macallen v. Massachusetts, 279 U. S. 620,

49 Sup. Ct. 432 (1929) ; and Pacific Co. v. Johnson, 285 U. S. 480, 52 Sup.
Ct. 424 (1932). See also Powell, "An Imaginary Judicial Opinion"
(1931), 44 Harv. L. Rev. 889.

5*240 U. S. 227, 36 Sup. Ct. 261 (1916).

5=242 U. S. Ill, 37 Sup. Ct. 58 (1916).

56 The decision does not bring out the facts specifically. The record
shows that the consolidation occurred between 1887 and 1889. At that time,

the only applicable excise was a license tax on a mileage basis to pay the

expenses of the Railroad Commission. Code 1886, sec. 1128. Later the

state enacted a corporate privilege tax measured by paid-up capital stock,
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has not since determined whether a state has unHm'ted power in

levying excise taxes on domestic corporations already incorporated,

as it certainly has not over foreign corporations.

'

To summarize, then, it is evident that a state must frame its

corporation excise tax with a careful eye to the formal require-

ments imposed hy the Supreme Court. Some fish will escape its

net; it cannot impose this type of tax (though it could impose a

property or an income tax) upon a foreign corporation doing a

wholly interstate business. But if the corporation does a local busi-

ness, the state may successfully impose excise taxes, so long as it

measures the tax formally by property employed locally, or by local

earnings. If the state follows the formal requirements, the rates

of tax so far appear to be entirely within its own control.

III. IXCOME T.\XES

U. S. Glue Co. V. Town of Oak Creek =' established the validity

of a general state income tax as applied to profits from sales of

goods originating in plaintiff's factory in the state, but sold to cus-

tomers outside the state. The Court in terms decided that the state

might tax income from interstate commerce by a general state in-

come tax. The corporation involved was domestic. Although it

has never specifically been decided, it appears reasonably clear that

a state may tax a foreign corporation upon income arising in the

state, even though its business is wholly interstate. ^^ It appears

likely, also, that a state may impose such a tax on corporations,

though it does not do so on individuals.^"

It has not yet been decided whether a state could tax a domestic

corporation on its entire income, although some of the franchise

tax precedents point that way.^*' A state is not likely to do so, and

thereby discriminate in favor of foreign corporations. For the

excise tax decisions pretty clearly indicate that a state could not tax

a foreign corporation on a greater part of its income than can

fairly be said to be earned within its borders. So far as I am

ranging in amount from $io to $500. Code 1896, sec, 4122 (55). The
instant ta.v was imposed by .\cts of 191 1, p. 170.

^"247 U. S. 321, 38 Sup. Ct. 499 (1918).

^* See Ufiderwood Typewriter Co. v. Chamberlain, 254 U. S. 113, 41 Sup.
Ct. 45 (1920), where Mr. Justice Brandeis said: "That a ta.x measured by
net ])rofits is valid, although these profits may have been derived in part,

or indeed mainly, from interstate commerce, is settled. U. S. Glue Co. v.

Oak Creek, 247 U. S. 321; Shaffer v. Carter, 252 U. S. 37, 57; compare
Peck & Co. v. Lowe, 247 U. S. 165."

••'•> The Under'ioood Typewriter case, supra, involved such a situation,

though the court did not discuss it.

<^o See Kansas Citv etc. R. R. Co. v. Stiles, 242 L'. S. iii, ^7 Suji. Ct. 58

(1916).
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aware, few states have attempted to tax the total income in either

case, but rather have devised a ratio for apportioning income earned
within and without the state.

If the operations within and without the state are similar, an

arbitrary ratio, using such factors as property, gross receipts, or

wages, will work out reasonably fair results. *^^ The more serious

difficulty lies in working out a fair plan for the allocation of in-

come among different states, where the processes performed in the

various states are different.*^- It is apparently open to the tax-

payer, in any case, to show that his true income from within the

state, as determined by some form of separate accounting, is less

than the statutory formula would allot to the state. ®^ In effect, then,

the taxpayer will sometimes have the option of being taxed on a

separate accounting basis or on the basis of the statutory formula.

The allocation problem, difficult as it is, does not render the income
tax unworkable, however; and the commerce clause has so far pre-

sented no obstacles to its use.

IV. The Present Proposals

The states may in fact levy and collect property, excise, and

income taxes from corporations engaged in interstate business.

These taxes may in fact impose a toll on property employed in or

income arising from such business. Although the Supreme Court

has laid greater emphasis on the formal framework of the tax than

realists might desire, its decisions have the virtue of pointing out

rather definitely the type of taxes which will be approved.

So long as the states collect taxes on corporations doing business

in several states, some inequalities in apportionment and adminis-

trative difficulties are inevitable. If these taxes were collected by

the Federal Government exclusively, the corporations would profit

from a simplified system, and multiple taxation would be eliminated.

Apportionment problems would remain, but they would be political,

not legal. Probably such a plan could be worked out, perhaps by

the use of a crediting device, which would pass the constitutional

tests.

The desirability of conferring additional powers upon the states

in respect of taxes on corporations doing an interstate business is

to me much more doubtful. It is not contended by anyone that a

state should be empowered to tax extra-state property or business.

^^ See Underwood Typewritey Co. v. Chamberlain, cited in note 58, where
a property ratio was used.

^- It is not possible to discuss this question here. See Magill, " Alloca-

tion of Income by Corporate Contract" (1931), 44 Harv. L. Rev. 935;
and "Taxation of Foreign and National Enterprises" (League of Nations,

1932).

®^ See cases cited in Magill, op. cit., note 62, at page 940, note 24.
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A state already has the power to tax fully net income arising within

it; property employed within it, including a share of the intangible

values of the going concern owning such property; or local gross

receipts, in lieu of a property tax. Although the court requires by

its language that no burden be laid on interstate commerce, its de-

cisions definitely permit income arising from or property employed

in interstate commerce to be taxed. Such difficulties as exist lie

rather in effecting a proper apportionment of property or income,

than in the power to tax itself. The proposed legislation *^* would

not, in my judgment, increase the state's power in any real sense,

for it properly does not purport to give the right to tax extra-terri-

torial property or income. It does not in any way lessen the appor-

tionment difficulties. It raises, however, a series of new questions,

similar to those which have made sec. 5219 practically an injunc-

tion against state taxation of national banks. In every case, the

taxpayer can and will question whether he is being taxed more than

one doing a wholly local business—the type of question which has

been the nemesis of the states under sec. 5219. Further, the last

clause of the legislation
—

" nothing contained in this Act shall be

construed to authorize the taxation of the same property and busi-

ness by more than one state
"—would literally prevent all but one

state—presumably to be selected by the Supreme Court—from tax-

ing a particular company. If given a more liberal construction, it

would seem to require at the least exactly uniform systems of taxa-

tion and exactly uniform apportionment formulae in all the states,

with no single authority to prescribe the system or formula. Hence
the statute seems to plunge us into chaos and uncertainty, invali-

dating present laws and providing no substitute. The present situa-

tion is clearly preferable.

In my judgment, the great problem in state taxation of corpora-

tions doing an interstate business, is the problem of allocation and
apportionment—the quantum of the tax, rather than the power to

tax. Committees of this Association have performed valiant ser-

vice in the endeavor to work out uniform systems of allocation

which could be generally adopted. The careful studies which Dr.

[Mitchell B. Carroll is making for the League of Nations of the

•'^ S. 3074, 72nd Congress, 1st Session, provides: "That each of the sev-

eral states may levy and collect license, franchise, gross revenue, registra-

tion, or any other forms of taxes upon, or measured by, any property em-
ployed, or business done, within such state, in interstate commerce, in the

same manner and to the same extent as such taxes may be imposed under
the constitution and laws of such state upon like property employed, and
])roperty employed, and business done, in commerce wholly within the state,

case shall the tax imposed be at a greater rate than is assessed upon like

property employed, and business done, in commerce wholly within the State,

and (b) nothing contained in this Act shall be construed to authorize the

taxation of the same property and business by more than one state."
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Taxation of Foreign and National Enterprises by the governments

of the world will undoubtedly provide much suggestive material for

the solution of our own problems. Further work in this direction

will go far to insure the end we all desire to reach—a reasonable

return to the states from enterprises operating within them., and the

elimination so far as possible of multiple taxation.

Chairman Lyox : Does anyone wish to discuss the papers read?

Secretary Query: I want to say that if we can find two more
railroad certificates in this crowd, we shall have one hundred, which

will enable those using certificates to go back for half fare. It

makes no difference to me, for I came by automobile, but the ninety-

eight who turned in certificates hope we can secure two more, and

if there are two of you who have railroad certificates or Pullman

receipts, please turn them in.

Chairman Lyon : The papers you heard are now open for dis-

cussion.

Henry F. Long (Massachusetts) : ]\Ir. President, I had hoped

that there would be very free discussion of these two papers. I

think that Columbia University has done itself proud this afternoon,

as well as the state of Oklahoma. 1 have some little difficulty in

reconciling myself to the fact that Doctor Haig did not go a little

further in condemnation of the proposal to have the Federal Gov-

ernment have the first crack at this pool that he used as an illus-

tration, in getting fish—poor fish, I suppose. I think most of us in

the states have a feeling that we may be fattening some of the trout

in our own pools to be filtered down into the federal pool for the

purpose of being caught, and then we are suspicious that in the

distribution of the fish thus caught the parable of the seven fishes

will not be repeated. There will not be quite enough to go around,

and we may not get back that which we had contributed.

I intended to say this morning in response to what Senator Ed-

monds said, that it seemed to me that tlie sales tax was ideally

suited to a federal tax, more particularly because of what has been

brought out this afternoon in respect to interstate commerce, and

its restrictions in respect to taxation, aside from its commercial

restrictions if taxation should be used unwisely. It seems to me
that the Federal Government can lay a sales tax to a great advan-

tage, that probably, in conjunction with the tarifif, would, under

normal times, yield a very substantial amount of revenue.

This committee or commission to which Dr. Haig called attention,

I think headed by Representative Vincent of Kentucky, has prob-

ably communicated with you all, and you probably have replied as

I have to the questionnaire which thev sent out. In that question-

17
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naire tliey asked the question as to how the Federal Government

could finance itself, if you answered the questionnaire to the effect

that there should be a segregation of sources of income. I answered

that by saying that I felt that the Massachusetts practice of taxing

the cities and towns of the commonwealth for deficits in the state

budget balancing might very well be done by the Federal Govern-

ment. In other words, the Federal Government has, as we must

allow, the tariff exclusively ; then there could be the sales tax ex-

clusively, and certain taxes like interstate commerce, to be applied

directly to the budget of the Federal Government; and then the

balance of the taxes to all of the states of the Union, so that every

single state would be conscious of a direct contribution to the bal-

ancing of the federal budget. Then, on the other hand, allow to

the states the entire income, so far as it was derived from anything

other than the kind of transactions which could not be reached

because of constitutional limitations, which ^Ir. IMagill has called

attention to.

I would like now to say both to Doctor Haig and to Doctor

IMagill that all of us have profited very greatly by Mr. Magill's

contributions to both the Columbia Law Review and the Harvard
Law Reviciv, which w'e all undertake to read, and appreciate very

much the discussions that he has given us from time to time 'in

respect to the decisions.

Massachusetts has had some luck and some ill-luck in respect to

some of the major court decisions. We had rather ill-luck in re-

spect to the case spoken of here yesterday of Long versus Rock-

ivood, which lasted for a short period, and as you now know was
definitely overruled in the Fox Film case; and we had some ill-luck

in the Macallcu case, which is now largely overruled because of the

case from California. There still is remaining one difticult thing,

and which was called attention to in Mr. Magill's paper, the Alpha
Portland Cement case, and perhaps you will pardon me a moment
for calling attention to what I think is the underlying difficulty to

any kind of legislation, federal or local, which attempts to reach

interstate commerce unless there is a very careful description, either

by court decision or by legislative language which aims to describe

what interstate commerce is or where it ceases to be interstate

commerce. In the Alpha Portland Cement case we felt clearly in

Massachusetts that there had been a ceasing of the interstate trans-

action. We were laying a tax on the corporation for the privilege

of doing business in Massachusetts, and we were undertaking to

tax that privilege by measuring the benefit of it by the income

which the corporation showed it had earned, and allocating so much
of it as we might to the commonwealth. Now, we felt that that

transaction had been completed and that the court should have held

for Massachusetts and allowed that tax to accrue. The practical
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side of the transaction was this, that in eastern Pennsylvania—and
I might say with due deference to Senator Edmonds that all of the

difficulties don't grow out of Pennsylvania, but this particular one
did—the Alpha Portland Cement people sent in to New England,

through a Boston office, a salesman to go about, and, according to

their story, see if some one wanted, in New England, to have them
request the Alpha Portland Cement Company, back in eastern Penn-
sylvania, to accept an order for cement, so that what came to the

court was that these agents which the Portland Cement people sent

out merely said to the possible purchaser, " Now, we have this

cement; I understand the company that I represent is desirous of

selling it, but I cannot tell you for certain that they will accept

your order, but I will wire your request to eastern Pennsylvania,

and if they there accept the order and ship it to you, why then you
can consider that the cement will reach you in due course, and you
will pay for it." The court held in substance that the transaction

was actually completed in eastern Pennsylvania, and not at the

time of what we assumed to be was the meeting of the minds on

the contract for the purchase of the cement; and we were faced

with the situation of the court saying that the transporting of the

cement from eastern Pennsylvania to some one in Massachusetts

was the entire transaction, and therefore was interstate commerce,
we being restricted, of course, to the possibility only of taxing the

cement after it had come to rest in Massachusetts, or taxing the

use of the cement to any particular corporations or individuals who
might make a profitable transaction in its use. Now, it seemed to

us that that was rather fictitious. I think, however, it is the kernel

of our difficulties, because you see, there, if we could have deter-

mined that the interstate commerce transaction had been completed,

we would have had no difficulty in winning the case, because there

would have been no question about our ability to tax intra-state

transactions. So, I am fearful that unless we get some kind of a

reversal of the Alpha Portland Cement case we will be a long way
from reaching what we want to reach of that which fairly belongs

to the various taxing jurisdictions.

I feel that perhaps the matter of the determination of the fact in

respect to all of these transactions is much more important than the

mere phraseology, so far as the legal aspects of it are concerned,

in respect to all of our taxation problems; and I am reminded of

that which many of you have heard before, because it is a para-

phrase of what, according to Napoleon, were the three necessities

in conducting a successful war—I am reminded of the lawyer's

suggestion to a young lawyer, that there weje only three things that

were needed in law, and they were to get the facts, get the facts,

and get the facts. Now, I suspect that if we could demonstrate the

fact in anv kind of a transaction that there was an interstate com-
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merce transaction completed, and that we were only taxing it after

the transaction had heen completed, and therefore not in any way
interfering with the ordinary course of commerce., that we could

have all of our cases sustained. I hope that some state like Georgia

or New York or California, who has helped in part to reverse some
of our other decisions, will hring forward some kind of case that

will cause the Supreme Court to remove from our troublesome list

the Alpha Portland Cement case.

Personally I want to thank Mr. Magill for coming here and

speaking this afternoon.

I was also very much interested in what Mr. King had to say,

and I am heartily in sympathy with Doctor Haig and his illustra-

tion in respect to the catching of trout, because while he may have

had good luck in respect to the catching of trout, at least in a

comfortable sort of way, we haven't had in Massachusetts such good
luck as he apparently has had.

Chairman Lyon: Is there somebody else to discuss this subject?

It is certainly a very interesting one. When I look over this

audience and see the familiar faces of some who sometimes come
down to South Carolina and discuss the subject with me there, as

it relates to their business, I wonder if they would not have some-

thing to say on this occasion.

John Millkr (District of Columbia) : We have in the United

States some large mail-order houses that ship goods all over the

United States. Xow, I cannot understand, if we do what has been

proposed here this afternoon, to repeal the interstate commerce
clause, how it would be possible for any state to set up the machin-

ery to tax interstate commerce. Take the state tobacco taxes.

They are peculiarly ineffective, because tobacco, cigarettes and so

on are shipped across the state line. How would it be possible for

any state to set up machinery that would reach all of those trans-

actions, unless, as Professor Haig has suggested, there be some
central tribunal to take care of the situation.

Of course, I can sympathize with Commissioner Long's attitude

about the Alpha Portland Cement case. There is a company that

has almost carried on an intrastate transaction, but not quite enough

to come within the taxing power of the state. But, you have to

draw the line somewhere. If you open it wide to the states and

give them permission to tax interstate commerce, they would be

able to reach a certain number of transactions which they do not

now, but they would not come anywhere near reaching all of them;

with the result that you would have a discussion which would be

even worse and a situation that would be much worse than it is

now. So, I say—and this is just a suggestion—until the time comes

when we can have some sort of a centralized unit that can work
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out these problems and can tell to which state the income properly

belongs, we ought not to remove the present line.

Chairman Lyon : Are there any other members who desire to

discuss this very interesting subject?

(No response.)

If not, I think a motion to adjourn will be in order.

(Motion made and carried.)

(Adjournment.)
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Wedxesday, September 14th, 7:00 P. M.

Dinner Session

Chairman Haig: The seventh session of the conference will be
in order. Before introducing the presiding officer of the evening.

I ask your indulgence for a brief time. This week Columbus,
Ohio, has discovered a new claim for fame. It will henceforth

undoubtedly number among its accomplishments, which it will cite

upon every appropriate occasion, the fact that it was responsible

for the birth of the National Tax Association twenty-five years

ago. There is another fact which they have not yet appreciated to

the full, and that is that forty-five years ago they were responsible

for the birth of the president of the National Tax Association.

There is the added interesting fact that the National Tax Associa-

tion and the president of the National Tax Association made their

first public appearances on the same platform. The sessions of the

original organization meeting of the National Tax Association were
held in the old Board of Trade auditorium, a few steps down
Broad Street.

At the tender age of eight I had the honor to appear in a cantata

presented by the students of the Ohio Avenue School, in aid of the

piano fund, my role being the King of the Daisies. The presen-

tation was made upon the same platform that was used for the

ceremonies of bringing to life the National Tax Association. I re-

member that in the course of that performance I fell off the barrel

upon which I was supposed to make a speech. I am hoping I may
be able to come through my performance this evening without a

like catastrophe.

This is a notable occasion. I hold the proof in my hand. I

.should like to read the following telegram:

" The White House, Washington, D. C.

I will be obliged if you will express my cordial greetings

to the Twenty-fifth Annual Convention on Taxation and my
warm appreciation of their splendid record of accomplishments

in promoting the scientific study of problems in the fields of

public finance and taxation, and in bringing about reforms in

our tax systems, tax administration, and a better coordination

of tax policies. Along with the necessitv for drastic tax re-

(262)
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duction the most pressing- tiscal problem of the day is to adjust

the state and local tax systems to modern conditions so as to

relieve the burden on real property, which now presses so in-

equitably upon the farmer and the small home owner. Your
Conference can render a great service in this field.

Herbert Hoover."

(Applause)

Those who did not applaud vigorously the previous telegram

may now prepare to do their worst.

"Albany, X. Y.

The enviable position occupied by the National Tax Asso-

ciation for twenty-five years is a tribute to the wisdom and

foresight of its founders; by its adherence to its objective and

its endorsement of sound tax and economic theories it has

attracted to membership the best thought of the country in its

field. Past achievements justify the prediction that in suc-

ceeding years its influence will become even more powerful.

I congratulate the Association, its founders, and those who
have guided its destinies.

Fr.axklix D. Roosevelt."

(Great applause)

I hope you will all remember that this is a strictly non-partisan

and non-political organization.

The third of the four items that I wish to present is a short

letter from 'Mr. Lawson Purdy, who is largely responsible for the

organization of this Association. Mr. Purdy wrote me a most sin-

cere note of regret, explaining that he is in advanced years, that

in spite of his efiforts to get health he is carrying an extremely

heavy burden in assisting with the administration of the relief

problem in New York City, and that it was quite impossible for

him to come to this meeting. He delayed answering my invitation

for a considerable period in the hope that he could arrange it. and
since arriving in Columbus I have received this note which he

asked to have read this evening.

" The founding of the National Tax Association was due to Allen

Ripley Foote. He had the imagination, courage, and resourceful-

ness to start what has developed into an important organization.

He had no money, few powerful friends, but he had a vision and

organizing ability.

" Twenty-five years ago I was president of the Tax Department

of the city of New York. ]\Iy assistant was Edward L. Heydecker,

and Arthur C. Pleydell was secretary of the New York Tax Re-

form Association. We three were full of zeal for the improvement

of the tax svstems of the states and cities. Mr. Foote with our
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assistance and that of a few others planned a national tax confer-

ence of men appointed by the governors of the several states. It

was a bold plan and it succeeded. At the first conference the

National Tax Association was organized with Mr. Foote as presi-

dent.

' As I remember our first objectives, they were to open up the

constitutions of the states so that it should be competent for the

legislatures to select subjects of taxation and impose suitable forms

of taxation. Most of the constitutions were quite inelastic. Second,

we propose to improve methods of real estate assessment; third, to

improve methods of taxation of railroads and other public utilities;

fourth, to accomplish these ends we proposed to strengthen state tax

commissions.
" One of the earliest and most indefatigable workers for the

National Tax Association was A. E. Holcomb. He with Heydecker
and Pleydell did much of the hard work incident to organization,

preparation of programs, and the like.

'' Now, after tw-enty-five years, I think we can see progress along

the lines I have mentioned as among the first objectives.

" Perhaps the most important object of the Association was the

holding of a national conference of tax officials and others inter-

ested. A conference has been held every year, I believe, since the

first, and certainly the bringing together of taxing officials with

students of the subject has played an important part in many
changes in the law which have been brought about as the result of

the activities of the Association. Whatever good has been accom-
plished has been due largely to the initiative and labors of Allen

Ripley Foote during the first ten years."

(Applause)

Ch.mrmax H.\ig (continuing) : The fourth item is a letter from
the speaker who is announced as our guest this evening. Professor

Seligman unfortunately is not well, and his doctors at the last

moment absolutely forbade that he make the trip. He has sent me
this word of greeting, with which I shall conclude my part of the

program.

"Mr. President ami Fellinc Meinlnvs:

" It had been my hope that I should be privileged to be with you
tonight on this memorable anniversary. Unfortunately the state of

my health has frustrated these expectations so that I am compelled

to send you my greetings from afar.

"This twenty-fifth birthday celebration furnishes the opportunity

of a retrospect which may recall to the few old survivors, and im-

part to all of the newcomers., a survey of the conditions that at-

tended our birth.
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" Until late in tiie last century little attention was paid to tax or

other fiscal matters. The federal budget was comparatively insig-

nificant, and the burden of state and local taxation, in the face of

a continually growing prosperity, was relatively light. There were
only two men who thought much on the subject. One was David
A. Wells, that remarkable practical economist, who had helped guide

the country through the fiscal difficulties of the war between the

States and its aftermath. But Wells was not primarily a scholar

and was not much interested either in the theory of the subject or

in the social strivings of the new democracy. Of the fundamen-
tally different character was the great economist. Francis A. Wal-
ker, who began to turn his attention to these questions in the late

'80's. In fact, although it is not generally known, he was contem-
plating an elaborate work on fiscal science and was deterred from
it only by his excessive modesty, when he realized that he lacked

the adequate linguistic preparation, resolving, as he once told me,

to leave the subject to the young scholars who were then just re-

turning from their studies in continental Europe.
" Among these young scholars in the '80's and '90's there were a

few who had been attracted to the subject by the growing public

interest. Ely of Johns Hopkins and Taussig of Harvard were
drafted into service by their respective states and each of them was
responsible for an interesting report; but their attention was soon

diverted to other topics and they forsook the fiscal field. The same
is true of Edmund J. James who was beginning to devote his atten-

tion to the revenue from government-owned business enterprises.
" Only the brilliant Henry C. Adams persisted. But the greater

part of his energies also were diverted toward the railway field.

Even thus, however, we have the one outstanding contribution of

the end of the century in his remarkable Science of Finance.
" In the decade preceding the formation of our association the

situation changed. The need of additional revenues for the Fed-
eral Government made itself apparent and the difiiculties of the old

general property tax were increasingly felt in state and local

finance. Coupled with this came the newer breath of social reform

which began to invigorate us as it did other countries of the world.

A few of the younger scholars were now attracted to the field,

notably Professor Plehn, who was soon to play such a role on the

Pacific Coast, and two younger outstanding students. Bullock and
T. S. Adams, who are fortunately still with us.

" It was now that Allen Ripley Foote decided, in 1907. that the

time had come to create a new organization. His conception was
an original one. He saw that the legislator in fiscal as in other

economic matters was necessarily dependent upon three different

classes. First, public opinion as reflected in the attitude of the

taxpayers themselves. The farmer and business man were now
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becoming more acutely aware of the growing burdens and were
beginning to discuss the problem from their own point of view.

Secondly, the administrators who were bearing the brunt of adjust-

ing an old and creaky machine to the needs of a newer economic
life and whose every-day experience with the difficulties was be-

coming increasingly valuable. And in the third place, the thinkers,

the votaries of science,—for in fiscal, as in all other economic facts

the function of science is to understand and to interpret, and with-

out a full understanding and a valid interpretation of economic
facts the legislator is hopeless.

" Thus it was that our association was formed as a tripartite

union. It brought together the astute lawyers who represented the

larger taxpaying corporations, the skilled administrators, like Law-
son Purdy, and the few scholars that were beginning to fill the

chairs of public finance. But it needed more than the wisdom of

Mr. Foote to insure the lusty growth of the new infant. It re-

quired a man of tact, of enthusiasm, of indomitable energy, a man
learned in the law, familiar with administration and hospitable to

science. If the association has grown and prospered its success is

above all due to our remarkable Secretary-Treasurer who has guided

our craft through difficult and treacherous waters, and has brought

us to the haven of assured success. All honor to friend Holcomb
and his efforts.

"As we stand here on the threshold of another quarter-century

we have every right to feel emboldened. The problems which we
are now called upon to face are those of a mature and developed

economic democracy. As in every other field of our national life,

federal, state and local, we are now confronted by new and press-

ing problems. Fortunately the conditions of solution are promising.

There has been an awakening through the length and breadth of

the land of a great public interest. Discontent is always the pre-

requisite of practical advances. In the second place, our fiscal ad-

ministrators, federal, state and local, are becoming more and more
a picked body of experts; and with every step forward in intelli-

gence and ability there comes a more fruitful and creative criti-

cism of existing methods. Finally, the scholars, the votaries of

fiscal science, are increasing from day to day. There is scarcely

an institution of learning which does not have its chair of public

finance and its enthusiastic students.

" Useful as has been our Bulletin, admirable from many points

of view as have been our volumes of Proceedings, I trust that the

time has now come when the Association will be able to call into

existence a journal which will rival in its scholarly qualities the

existing journals of Europe, and which will surpass them by the in-

clusion of matter reflecting the administrative and legal character-

istics of our own development. What we have done is noteworthy
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and far-reaching ; what we may, and I am sure shall, accomplish

during the next quarter of a century will be still more striking and

deserving of congratulation. Let us turn from the appreciative

contemplation of the past to the inspiring possibilities of the future."

(Applause)

Chairman Haig (continuing) : Mr. Allen Ripley Foote. when
he undertook to establish our organization, was an official of the

Ohio State Chamber of Commerce, and it was in the offices and
under the auspices of that organization that we were born. I am
sure that we are all delighted to have with us tonight, to serve as

our presiding officer, the present president of that organization, one

who has been at the helm of that organization for a decade, one
who has guided it through a period of very great activity and use-

fulness. Mr. Frank B. McMillan of Mount Gilead.

Frank B. McMillan (Ohio), presiding.

Chairman ^McMillan : President Haig, Distinguished Guests,

Ladies and Gentlemen : I think it would be in order for me first to

congratulate you on the attendance here of so many ladies, who are

taking an interest in one vital, if not the leading, question of the

day. I said to Governor White before coming among you that if

he wanted to witness patriotic, public-spirited citizens, he should

just drop into a tax meeting, such as the one that has been held

here, and that he would find there men and women of a high order,

giving attention to a vital subject of interest to every man, woman
and child in America, and doing it, in most part if not entirely,

from an unselfish point of view, so that the best interests of the

government, national and state, may be promoted.

Now, briefly I have something to say tonight which you may
desire to add to your records, confirming in part what has already

been said, but going into further detail. I assure you that I will

be brief.

Perhaps I inherited the distinction of serving as your presiding

officer tonight. I assume that I am thus honored because the

National Tax Association had its birth in this city twenty-five years

ago under the auspices of the Ohio Chamber of Commerce, of

which I am now serving as president.

Perhaps a brief historical resume may be of interest to those

present and of some value as a part of the archives of your organ-

ization.

The National Tax Association, which convened for its first con-

ference November 12, 1907 in Columbus, was the original concep-

tion of Allen Ripley Foote, then executive secretary of the Ohio

Chamber of Commerce. Mr. Foote, who was formerly editor of an

economic magazine published in Chicago and known as '" Public
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Policy." became associated with the Ohio Chamber of Commerce
in 1901. He came primarily to assist in a movement to improve the

taxation system of Ohio through an amendment to the state consti-

tution permitting the classification of property. That system, though

now widely in operation throughout the Union, was at that time in

its infancy, and educational work was necessary to secure the atten-

tion of the voters on the required constitutional amendment.

It is interesting to note in connection with the tax situation at

that time that Ohio had no state tax commission. The first steps

to establish one were taken by the Ohio Chamber of Commerce,
under Mr. Foote's leadership, in the General Assembly of 1906.

The measure, however, was defeated. The subject was one of con-

stant agitation and work by the Chamber until the session of 1910,

when the law establishing the commission was passed.

Another important piece of work which Mr. Foote initiated and

accomplished through the support of the Chamber in these early

years was the law creating the Bureau of Supervision and Inspec-

tion of Public Offices and the Ohio Uniform Public Accounting

Law. But the work of taxation and the necessity for classification

were constantly carried on as a major issue. I am saddened by the

thought that Mr. Foote did not survive to see the splendid culmina-

tion of his efforts in the adoption of the constitutional amendment
bv the voters of the state in the fall of 1929 by a majority of more
than 200.000 votes.

At the Twelfth Annual Meeting of the Ohio Chamber of Com-
merce in 1905, a committee was appointed to prepare a joint reso-

lution to provide for the classification of property. This resolution

was introduced in the House of Representatives at the following

session, but because the amendment could not be voted upon until

1908. it was thought best to defer action until the next following

session of the General Assembly.

At the Thirteenth Annual Meeting of the Ohio Chamber in 1906,

the theme of the meeting centered around the amendment of the

taxation section of the constitution to permit of classification of

property. Following the meeting, two of the banquet speakers,

Hon. Lawson Purdy. president of the Board of Taxes and Assess-

ments. New York City, and the late F. A. Derthick. master of the

Ohio State Grange and member of the Executive Committee of the

National Grange, repaired with Mr. Foote to the Southern Hotel

for an informal conference to discuss the general subject of taxa-

tion. There were also present Mrs. Mary C. Snyder of Columbus,

secretary to Mr. Foote, and Mrs. Mary E. Lee of Westerville, Ohio,

who was then in charge of newspaper publicity work for the

Grange.

At this conference, Mr. Foote formally proposed to Mr. Purdy

and Mr. Derthick the organization of a National Tax .\ssociation
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which would be made up of representatives and members from all

of the states and whose purpose would be to cooperate in establish-

ing uniform laws of taxation among the states. !Mr. Foote stated

at the time that the excellent work being accomplished by the New
York Tax Reform Association, of which ]\Ir. Purdy was then presi-

dent and Mr. Arthur C. Pleydell, secretary, had suggested to him

the advisability of inaugurating a national movement. (I am in-

formed that Mr. Pleydell passed away early in the current year.)

At this meeting it was suggested by ^Ir. Foote, with his custom-

ary humility, that Mr. Purdy should be president of the new organ-

ization and Mr. Derthick. vice-president; but Mr. Purdy, as newly

elected president of the Board of Taxes and Assessments in New
York City, could not become active leader in organizing and de-

veloping the work of the new association ; and Mr. Derthick could

not accept office on account of conflict with Grange policies.

As a result, the duties and office of president came to Mr. Foote

—

and properly so, as originator of the plan. Through the courtesy

and interest of the Board of Directors and membership of the Ohio
Chamber of Commerce, Mr. Foote for five years conducted the

organization work of the National Tax Association through the

offices of the Ohio Chamber of Commerce. During the five years

that the work was conducted in Columbus, Mrs. ^lary C. Snyder

served as secretary of the Association. Mr. Foster Copeland. presi-

dent of the City National Bank of Columbus, served as its treasurer.

In 1912 the advancing years of Mr. Foote made his continued

active participation in the work impossible, and at the conference

of that year it was passed to other workers and the ofiflce moved
from Columbus.

To return to the first conference, Hon. Andrew L. Harris, then

governor of Ohio, called on all governors to appoint three commis-

sioners to attend the Ohio conference. In response to this invita-

tion, delegates were sent from thirty-three states and three Cana-

dian provinces. Presidents of universities were also invited to send

delegates, and thirty-one universities were represented; Four gov-

ernors of states were present : Hon. Curtis Guild, Jr., of Massachu-

setts, presided; Hon. W. M. O. Dawson of West Virginia; Hon.

Coe I. Crawford of South Dakota, and Hon. Andrew L. Harris of

Ohio. There were also present : Hon. A. C. Rutherford premier of

Alberta, and Hon. A. J. Matheson, treasurer of Ontario.

The conference opened in the auditorium of the Columbus Cham-
ber of Commerce. Mr. George E. Pomeroy of Toledo, my imme-
diate predecessor in the office of president of the Ohio Chamber of

Commerce, was temporary chairman. I think I am right in saying

that ^Ir. Pomeroy attended every meeting of the National Tax
Association, save one, until his death in January 1928.

The conference continued three davs. eight sessions being held.
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It was then voted by the members of the conference that similar

meetings should be held annually. It was upon this occasion that

Mr. Foote was elected president; Mr. Lawson Purdy, vice-presi-

dent; Mrs. Mary C. Snyder, secretary: and Arthur C. Pleydell,

corresponding secretary.

In the detail work of the first conference. Mr. Foote was assisted

by Mr. A. C. Pleydell, Mr. E. L. Heydecker (also now deceased),

Mr. William Ryan of the New York Tax Reform Association, and
Miss Ella B. Ryan of the Legislative Reference Department, State

Library, Madison, Wisconsin, who came to Columbus for this

purpose.

It was, therefore, singularly fitting and a fine courtesy to Ohio
and Columbus that this twenty-fifth conference of the National Tax
Association should be here held. I am proud of the honor thus

bestowed upon our state, and incidentally upon the Ohio Chamber
of Commerce within whose t offices the original work was carried on.

Now, ladies and gentlemen, we are honored tonight by having

present with us our distingui.shed governor, and I want to say that

Governor George White has made a fine record in matters of tax

reform, and also in the other important element, the reduction of

public expenditures. Govern(<r White.

Governor George White (Ohio; : Mr. Toastmaster, Guests and

Members of the National Tax Conference : Senator Edwards called

me up this afternoon and invited me to be here at this banquet.

I told him I would come if I did not have to wear a dinner coat

and if I would not have to make a speech. I carried out the first

part of it, but there w^as evidently a lack of cooperation between the

toastmaster and Senator Edwards, of our tax commission, but I

am very glad to be here on this occasion.

I spoke briefly and welcomed the conference Tuesday morning.

I looked upon them interestingly, as a very serious body of men at

work on a serious subject. Of course I am glad to see them in a

different aspect, blowing horns and wearing caps, and somewhat
noisily receiving messages from the President of the L'nited States

and the Governor of New York State. I recognized in both of

their messages that their secretaries were operating actively.

While we were eating here, the scenery in front of me was
hidden by a large banner of Pennsylvania. Of course it made me
feel at home, because I came from Pennsylvania. I grew up there

in the town of Marietta, in northwestern Pennsylvania. That is

my home. When I entered politics—the Republican papers were
unkind enough to say that Mr. White, being a Democrat, had moved
from Pennsylvania into Ohio, where there was a chance for a

Democrat.

I am sorry I have not heard the papers. I said in opening the
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session that I was busily at work in trying to settle a coal strike of

eight months' duration. I am very happy to say tonight that I

think I have the coal-mining dispute settled. I cannot add any-

thing to what I said previously. I shall be very glad to read some
of the papers; and it is a benefit to busy members of the legislature

and perhaps governors that the studied results of men who are

serious-minded in this great question of taxation and finance are

available to those who haven't time to be present at the confer-

ences; and I might repeat what Toastmaster McMillan has said,

that you are to be congratulated in your unselfish patriotic efifort

to solve these problems, and to bring to us the result of your study

and of your experience; and I feel that while there may not be

any public reward in that, or any brass bands playing, you will in

your hearts and consciences appreciate that you are serving, as

citizens, your state and your nation in this great subject. I trust

you have had a pleasant time—I know you are having a pleasant

time tonight—during your stay in Columbus, and I hope you will

come back to Ohio very soon. Thank you.

Chairman McMillan : Before proceeding further, will you

permit me to introduce—and I have great pleasure in doing so

—

Miss Mary W. Derthick, daughter of the late Mr. F. A. Derthick,

to whom r have referred as one of the founders of your Associa-

tion. The interest in public affairs which Miss Derthick inherited

from her distinguished father has been preserved. She is now, and

has been for a long time, the office manager over at the head-

quarters of the Ohio Chamber of Commerce. She enjoys the re-

spect of the officers, directors, members and friends of the Ohio

Chamber. Miss Derthick, will you rise?

Miss Mary W. Derthick (Ohio) : Mr. Toastmaster, Governor

White, Representatives of the Conference and Friends: I esteem

it a high honor as well as a sad responsibility to say a few words

of greeting to you in behalf of my father, who is no longer one of

your number. I presume there are few in the room who remember

my father in a personal way, and I consider it, for this reason, a

very gracious courtesy and most generous on your part to bring

him once more into the picture of your activities, to write his name
again into the records of the Association, in the circle in which he

was so deeply interested, and in a connection of which he was so

justly proud. I thank you most sincerely. I wish to express to the

present membership of the Association what I am sure my father

would wish me to do. It is a deep appreciation of your loyal

support and the work that you have done in promoting the interests

of the Association through these many years. You took it when it

was but a handful of names; you have made it a creature of national

and international importance; you have added to it numbers; you



271 NATIONAL TAX ASSOCIATION

have given it of your strengtii and your time and your effort; you
have written into its roster many proud and honored names; and
through it all you have been most unselfish, because it has always
been the same old National Tax Association of 1907. I wish you
much success in a continued field of usefulness. I congratulate

you upon the past achievements. I thank you for your recognition

of my father upon this silver anniversary occasion and for your
courtesy to me.

Chairman McINIillan : We have with us tonight the honored
president of the Columbus Chamber of Commerce, the Honorable
Charles E. Xixon. I want to present Mr. Xixon.

Charles E. Xixox (Ohio) : Mr. Toastmaster, Mr. President.

Governor White, ^Members of the National Tax Association and
Guests : We in Columbus are indeed very happy in having the privi-

lege of celebrating with you your Twenty-fifth Anniversary. We
are proud to be known as the city in which your organization was
founded. We are very proud indeed of the things that you have
done during the past twenty-five years; and we recognize the tre-

mendous tasks that you have had before you, and the little support

that you have been given generally by those throughout the country

from whom you should be and are entitled to favorable consid-

eration.

Chambers of commerce, both local and state, throughout this

country, are today, and have been for the past year or so, giving

more and more attention to matters of taxation, and no doubt will

continue to devote their attention to that subject a great deal more
in the future. Therefore, in my opinion they are to be congratu-

lated upon having an organization such as yours to whom they may
look for guidance, having builded your reputation on the solid

foundation that you have.

I am sure that this conference has been successful. I have been

privileged to listen to a few of the papers that have been presented

here, and I know from talking w-ith some of your delegates that it

has been a successful conference, and we of Columbus are glad.

I had the privilege some few months ago of waiting letters of

special invitation to a great many of you here tonight, and to others

who could not come. I wish that you might have the privilege of

reading some of the letters which expressed great enthusiasm for

the work which your organization is carrying on.

Chambers of commerce throughout this country will look to you
continually in the future, and I am of the opinion that you will

receive from them and trades associations considerable support, in

fact much more support in your endeavors than you have ever re-

ceived in the past.

We hope that your stay in CoIuml)us has been pleasant. W'e have
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done what little we could to make it so; and we hope that some
time in the near future you may see fit to come back to Columbus
for your conference. Thank you very much.

Chairman AIcMillax : Before introducing two or three addi-

tional speakers of state, national and international importance, and
as a diversion, I want you to greet the next speaker, Mr. George
Trautman. head of the Convention Bureau of the Columbus Cham-
ber of Commerce. He will speak to you for just a moment.

George Trautmax (Ohio): Ladies and Gentlemen of the

Democratic Convention ! In reality Senator Edwards should make
these announcements. Senator Edwards has been the official chair-

man of the Columbus committee ; or, perhaps ]Mrs. Middleton
should make these announcements. She has been the chairman of

the ladies' entertainment committee. I think most of the ladies

have met Mrs. Middleton. I don't know how many of the gentle-

men have. I am asking Mrs. Middleton to stand up, where at least

the men can take a look at her ; and perhaps George Sheridan, who
has been the chairman of the entertainment committee for the men,
should stand up.

At any rate, they have persuaded me to make these announce-
ments. At the conclusion of this program, if you will retire,

please, to the outer lobby while this hall is being cleared, a fine

dance band will take its place on the platform. We call this band
the Taxpayers' Serenaders. They will play for you., and dancing
will continue until you all decide to retire.

I might say that Miss Breitenstein, our official hostess of the

Columbus Chamber of Commerce, has been very active this week
in looking after the ladies. This evening she looks after the men.
She has a corps of fine assistants over there, who are all expert

dancers, and they will be available here in this hall immediately

when the dancing starts.

About the program tomorrow. This group is so serious in its

activities and intents I do not know how our program will be re-

ceived. But whether you believe it or not, it will do you all good

to relax a little. Tomorrow the Silver Anniversary Golf Cham-
pionship and Handicap Tournament will be played at the Scioto

Countr}^ Club, in which all you golfers are asked to participate.

All the prizes are in silver, and we hope there will be a generous

response to that invitation. It might interest you to know that the

Scioto Country Club Golf Course was the scene of the International

Golf Open Championship in 1926. The only event this year will

be the playing of the National Tax Association Handicap Tour-

nament.

Also tomorrow afternoon there will be a tour of the city. We
are perhaps just as proud of Columbus as vou are of vour home

18
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towns. I am reminded of tlie bantam rooster who went out on a

tour of inspection in the neighborhood and came across an ostrich

egg. which he appraised with great interest. With a great deal of

labor he finally related that he had been fond of his mate, but he

said he was sort of fed up on the eggs she was laying and wanted

to see what they were doing in other places. We ask you to par-

ticipate in that tour, which will last about tw'o hours, and will be

concluded at the Scioto Club, where there will be a reception for

all the delegates and their friends. At two o'clock there will be a

bridge tea at the Scioto Club for the ladies. Buses will be here

at 1 : 30 ready to convey you to the Scioto Club. At the same hour

there will be an opportunity for swimming, open for the men. We
furnish the bathing suits ; and those of you who think you might

enjoy a swim will see the finest indoor natatorium in the world.

We are now getting into superlatives. Also tomorrciw the dirigible

" Reliance," weather permitting, will fly here from z\kron, and

will show the delegates, who wish to go, over the city. I intro-

duce to you at this time the man who is responsible for this

entertainment, INIr. Ralph Miner of the Goodyear fire & Rubber

Company. This is not the dirigible; this is Mr. Miner. He is

bringing it down. The dirigible will be at the Scioto Qub from

ten until four, ready to carry you up in the air. All are invited to

come out and participate in that feature of the entertainment. Mr.

Miner will be there and will look after your comfort. All of the

groups will reassemble at the Club at 4 : 30 for the reception there,

and we will have pink lemonade and lots of fun and plenty of shade

for those who do not want to do anything more than sit down and

rest. It will be a fine opportunity for you to relax. There is one

other feature tomorrow evening, the baseball game at the Redbird

Stadium. If you enjoy that sort of thing, tickets are available.

In conclusion I want to say to you, Columbus entertains in a

year some 350 conventions. I don't know of any group, in my
experience in this work, more enjoyable to work with than this

National Tax Association group, and I especially want to thank

Mr. Query for the fine cooperation he has given us. and we hope

we have given him some. Thank you very much.

Chairman McMillan : Now, folks, I want to introduce to you

Professor E. S. Todd, of Miami University, Ohio, one of the

founders of the National Tax Association.

E. S. Todd (Ohio) : Mr. President, I hardly know myself in the

character of one of the founders of this Association. I did come

to Columbus twenty-five years ago, but as a very, very modest

private individual. I did not have the money to join at that time.

That was in the days of a personal depression, about equal to that

which is prevalent today. Nevertheless I do appreciate the honor

of having the opportunity of saying just a few words in review
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of the twenty-five years of the life of this Association, and to recall

to your minds, to at least some of you, some of the men whose
names are with us but who themselves are not.

There are two or three men that I recall with a great deal of

pleasure. One who is still living. Professor Seligman, was the man
who inspired me most, because I had had him as a teacher and a

friend in the graduate school at Columbia, and because he took an

interest in the kiddish-looking boy that was a member at that time

of the National Tax Association. And, I recall further two other

men, one whose name has been mentioned this evening. Allen Ripley

Foote, as well as Judge Howe of Kansas. Those men stand out in

my mind more prominently than any others that I can think of at

the moment. Both of them were scholars; both of them were
men of vision and breadth of view.

During the last year or so it has been my duty and privilege

and pleasure in connection with a treatise that I have been trying

to write on American taxation, to review pretty thoroughly the

Proceedings of the various conferences during the last twenty-five

years, and as I have read and re-read the speeches and the debates

of those days, and particularly those that w^ere furnished by I\Ir.

Foote, I have been impressed more and more with the great vision

that that man had. I can give only one illustration in the short

time I have to address you. I think, for example, of the debates

that went on between 1907 and 1911 with regard to the separation

of revenue^. Nearly all of the men who participated in the debates

of those days were very decidedly of the opinion that this new idea

of separation of revenues would prove to be the great panacea

which would be a cure for all our financial ills. Mr. Foote, in

every one of his speeches during those years, stood steadfastly

against the idea that this alone would be a cure; and if you will

read Mr. Foote's speeches, and then read the special report of the

California Tax Commission of 1930, I believe you will believe with

me that Mr. Foote's prediction came mighty near being fulfilled.

I think there is another illustration of the great breadth of vision

and the long-sightedness of Mr. Foote and Judge Howe of Kansas.

They believed very thoroughly that one of the means by which we
might secure better things in the field of taxation was through edu-

cation, and I recall with a great deal of pleasure that I had the

privilege of working with Mr. Howe and with Mr. Foote and with

Professor Seligman in drawing up the course of study for proposed

classes in public finance in the universities and in various groups.

It was indeed INIr. Foote's ambition that every chamber of com-
merce and every other public organization of like character would
have a study class in taxation. To some extent I think his am-
bitions have been fulfilled.

I have been trving to determine in mv own mind what have been
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the distinctive acliievenients of the Xational Tax Association dur-
ing the hist quarter-century. Professor Seligman in his admirable
letter mentioned one or two of them. In the first place. I should

say that through the influence of this Association, to a very large

extent, there was a great impetus given to the study of public

finance. It really is astovuiding how few universities and colleges

or schools of any sort, even in 1900, had courses in taxation.

Secondly, I think this Association has had a vast influence in

bringing about a better and a greater abundance of material for

the study of taxation.

It is interesting in looking back to 1900 to note that you could

count on the fingers of one hand, I should say, the number of dis-

tinctive treatises on taxation. Today we have them by the dozen.

Again, I should say, that one of the distinctive achievements of this

Association has been in tax administration. As has been p>ointed

out in the state of Ohio, in 1907 I believe we had no state tax

commission. Indeed, that was true of most of the states of the

United States. We had no centralization of taxing machinery.

The betterment—and there has been a very distinct bettering of the

situation. I think, along that line—has been to a very large degree

the work of this Association during the last quarter of a century.

And. finally, among the many achievements of the Association has

been the progress in interstate comity, as was shown in part by the

reports that were given to the Conference this morning.

I do not want to give you the idea, however, that two or three

of us have been called upon, those of us whose memories go back

twenty-five years to the beginning of the Tax Association's affairs

in this country, that we are appearing before you tonight as though

we were among those who might say in your presence, " We, who
are about to die. salute you." Xor would I give you the impression

that we. who are approaching the afternoon of life, have our faces

turned toward the rear of the procession, and that we are eternally

engaged in reminiscences. I would like to close the very humble
part that I have in this program by giving what I think to be at

least three of the very important matters that this Association and

the chambers of commerce and the civic bodies and the women's
organizations in this country must give heed to if we are going to

achieve any progress at all during the next two or three years.

\'ery briefly, one of them is a matter that has been emphasized

again and again during this week, the matter of control of expendi-

tures. I should like to add just this one thought, if I may, to that

particular subject. I have had the good fortune during the last

year to have been in England and in Italy and in Germany, for a

little more than a year. I have spent nearly all the period since

last January, until a week ago. in Great Britain, studying the tax

svstem and the tax situation, and I want to mention one or two
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impressions that I have brought home with me, that I have been
pondering on nearly every day since. In Great Britain I had the

privilege of making a digest for some American technical journals

of two famous reports, that I think every one of you interested in

taxation should read. One of them is the report of the Royal Q)m-
mission on expenditures. This Royal Commission, which has not
finished its labors—at least had not when I left England a month
ago — brings out some of the most astounding revelations with

regard to the lack of success that Great Britain has had in settling

and solving the problems of unemployment and settling the prob-

lems and solving the problems incidental to the recent depression,

through public works. The pages of that report are filled with

astounding revelations, even in Great Britain, of extravagance in

expenditures, of borrowing to the nth degree, in order that they

might meet the seeming needs of the occasion in bringing work for

the unemployed. I should say that if our Federal Government and
our states and our counties and our municipalities embark along

the lines that Great Britain has during the last few years in estab-

lishing public works, merely for the sake of unemployment and the

cure of unemployment, that we will run on the rocks very soon.

I think that is one of the most serious questions that we face in the

immediate future; and the second is like it. I should like to recom-

mend to you the famous May Report. This report was headed by

Sir George IMay. In this report this committee takes cognizance

particularly of borrowing, and the use of public funds generally,

for the sake of the vmemployed and for the sake of relief ; and

here again the pages are full of the most extravagant expendi-

tures, and full of, I would not say fraudulent expenditures, but full

of impositions upon the officers who had charge of those expendi-

tures, impositions on the part of the people who had no right to

relief whatsoever. And so again, it seems to me that during the

next few months, unless we are exceedingly careful in the use of

public funds for the relief of the unemployed, no matter how
sympathetic we may be with it, again we are in danger of disaster.

And, I am wondering whether we shall come to the situation, un-

less we are very careful, that Great Britain seemingly is in today.

As expressed by the dean of the cathedral at Liverpool, to me, in a

conversation not long ago, he said, " Through our unlimited and

extravagant use of the dole, to which no recipient has made any

contribution, we have today thousands and tens of thousands of

young men and young women who have grown up since the war,

who not only have never done a day's work in their lives, but they

have lost the will to work." There is another one of our problems,

it seems to me, in the way of expenditures, that we must face boldly

in the next few months and years.

Now, a second point. I would say, as one of the great problems
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we must deal with as citizens in this country, is the giving of

greater attention to the general problems of taxation. I think it

was yesterday morning that some speaker made the point that it

was high time we were paying less attention to taxation and more
attention to the expenditure of funds. I think no one is more
anxious to bring about wise expenditure of funds than myself; but

I should say that if we lose sight of the general problems of taxa-

tion, we are going to make a mistake. This is what I have in

mind: In Great Britain, again, I find that the press and individuals

were declaring again and again that there was more interest in

taxation in Great Britain than ever before, and that there was
more interest on the part of the average individual in the expendi-

ture of funds than there had ever been before. Why? Why, be-

cause so far as national taxes are concerned, the minimum exemp-
tion for a taxpayer under the income tax is only one hundred
pounds—$485 or thereabouts at par; and further, the initial rate

on the first category of income is 25 per cent. Xo wonder the

British are tax-conscious. And so. I think this, that unless we can

devise means of rounding out our tax systems in every one of our

states so as to bring the tremendous number of men and women
into the tax field, who today are not contributing anything directly,

but who are or were, at least, blithely voting bond issues because

they did not have to pay the bill—unless we can bring those people

into the tax field, w^e are going to make a tremendous and funda-

mental error.

The third one. it seems to me, of the biggest problems we face

today, is the problem that Mr. Foote and Mr. Howe and Professor

Seligman emphasized in the early days of the life of this Associa-

tion. Unless we can succeeed in educating the public to the neces-

sity of rounding out a tax system, and of having as nearly as pos-

sible a scientific and business-like tax system and tax procedure;

unless we can bring about a greater interest, especially on the part

of citizens in all local communities, in local finance and local ad-

ministration, we are going to run amuck. So, I would make the

plea that through the influence of this organization and through

the influence of our chambers of commerce and of our farm

bureaus and of our women's clubs and our civic organizations that

we apply ourselves as never before to educate the people of this

country to the necessity of wise tax administration, of a workable

and sane tax system, and of wiser and better expenditures.

Chairman McMillan : I have the honor to introduce Professor

Fred R. Fairchild of Yale University.

Fred R. Fairchild (Connecticut) : Mr. Toastmaster, Mr. Presi-

dent, Friends and Members of the National Tax Association : I

am fully aware of the extreme reluctance with which President

Haig included my name in the list of patriarchs which he handed
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to our honorable toastmaster. The fact is, he does not believe I

was here in 1907; and I have been confronted during this week

with evidence of a whispering campaign, doubtless instigated by the

President and other superiors high in authority in this Association,

which is clearly calculated not only to cast doubt upon my veracity

but to do irreparable damage to my person. Personal reference to

perambulators and tresses seems quite inappropriate to this occasion

and wholly out of order. In fact, I might as well inform you that

my presence here tonight on this eminence of the speaker's plat-

form and the privilege which I now have of addressing you, was

grudgingly granted, and only on distinct understanding that unless

I should in due time produce documentary evidence of my presence

in Columbus in the year 1907, whatever remarks I should make

tonight would be deleted from the public record of this conference.

Xow. I understand, as doubtless you all do, how a mere infant such

as Robert ^Murray Haig may feel a sensation of chagrin as he finds

his presidential glory dimmed by the fact that he obviously is not

entitled to sit among the seats of the patriarchs tonight; and I

suspect that very likely others of the elder statesmen may experi-

ence somewhat the same feeling as they find their patriarchial emi-

nence diluted, shall we say, by the presence of one so humble as I.

However that may be, I am here and talking, and I hereby serve

notice upon the officers and directors and members of this Associa-

tion that I propose to employ counsel and take legal action looking

to an injunction enjoining the publication of the Proceedings of

this Twenty-fifth Annual Conference unless the remarks which I

am now making are present in the record.

Having demonstrated my presence, I am next being asked to

respond to the question of why I was here.

Candor compels me to admit that the answer to that question

probably is that I came for the ride. In the historical remin-

iscences which have already been given, mention was not made of

the fact that during the first few conferences all traveling and hotel

expenses of delegates were paid by the Association.

When the President of Yale University received the invitation

from Mr. Foote to appoint a delegate to this Conference, he cast

about, and finding no more worthy candidate, appointed me to that

task; and as I contemplated the opportunity of a free trip to

Columbus, Ohio, involving no responsibilities, and only the slight

outlay of five dollars for membership in the Association, I naturally

accepted with alacrity. I came here, I had no duties to perform,

I was not a member of any committee, I had no paper to read on

the program. I was not an officer in any capacity in the Associa-

tion, I made a number of good friends here, and had a dance, and

altogether the conference was from my point of view a great

success.
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Since then we have gone on to different times. The Association
has grown ; things have changed; but I think when you contemplate
the way in which expenses were met in those days you will, most
of you, join me tonight in a sigh of regret for those good old days.

Now, I suppose I should do something to justi'fy my presence
here tonight in the way of giving you a dignified and academic
resume of the development of this Association and the high attain-

ments at which it has now arrived, and my hopes, of which I admit
some, of its future greatness; but. I have made my speech and I

am satisfied.

Chairman IMcMillax : Now we are going to hear from Har-
vard. I am going to introduce to you Professor Charles J. Bullock
of Harvard University.

Charles J. Bullock: ]Mr. Toastmaster. Ladies and Gentlemen:
I came to the first meeting at Columbus because I was ordered
to go. I received an invitation in the late spring or early summer,
and since I am not much given to attending meetings and listening

to addresses or participating in public discussions, any further than

is absolutely necessary, I sent iMr. Foote as polite a declination of

his invitation as I could send. Some time later. iMr. Foote, who
was a resourceful and experienced gentleman, got hold of a gentle-

man that all people in Ohio still know full well. iMr. Myron Her-
rick. and persuaded him to take an interest in this meeting, and to

get hold of Governor Curtis Guild, of iMassachusetts. and ask him
to come here as the presiding officer. Governor Guild accepted.

About a week later my telephone rang and I had to go in and see

Governor Curtis Guild, and I received directions to attend the

meeting.

Now, it was not easy for many of the gentlemen who were
present at Columbus twenty-five years ago this fall, to come. iMr.

Fairchild had his fare paid, or evidently had no difficulty in New
Haven in raising funds to finance hiis trip out here, but it may be

interesting to record that some people whose fare would have been

paid here if they got back home, never got their free ride, because

their home-town banks were busted, and they could not get the

money for the trip. The single delegate from the University of

Chicago had the greatest difficulty in securing from the treasurer

of that university the sum of fifty or one hundred dollars, which
was what he needed as an advance, even though he had the pros-

pect of being reimbursed for his traveling expenses, all of which
will make it clear that the first meeting, like this present meeting,

was held in a year of severe industrial depression.

Fortunately for the country and for the Association, that depres-

sion was a quick one, and there was no difficulty in getting funds

for the next meeting. It is a singular coincidence that brings us
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back to Columbus for this second meeting, held in your beautiful

city, in another year of profound business depression ; and nothing

said about the payment of the expenses of the delegates.

One reason why I did not accept the first invitation that I re-

ceived to that meeting was that there had been previous conferences

on taxation in this country—not many of them, but a few—and

they had all ended in talk—words and nothing more than words.

And, I could not possibly imagine that another conference on taxa-

tion, even though it be called a national conference, and held under

the auspices of the state of Ohio, could result in anything more
than words.

At the end of the first conference, when we gathered for a busi-

ness session and organized the Association, I feel pretty sure that

very few people there present had the vision of Mr. Foote. who
could see very clearly the very promising and assured future for a

tax association, which was not. in those days, an easy thing to get

up or to perpetuate. Taxes are, as you all know— all of them with-

out exception—inventions of the devil. Such a thing as a good tax
" never was, is not and ne'er shall be."' The word '' good " when
applied to a tax is applicable only in a very relative way, only in

a degree that would out-Einstein Professor Einstein's most abstruse

calculations. All taxes are so bad that we cannot call any tax good,

only in the relative sense suggested by some recent lines, " There

was a young lady named Bryan, who could travel much faster than

night; she. went out one day, in. her relative way, and returned on

the previous night.''

Taxes are not pleasant things for people who pay them, and they

are none too pleasant things for those who have to administer them.

A dentist's job. when he draws teeth, is apparently a pleasant and

agreeable one compared with the job of the fellow who has to ex-

tract taxes from a community or try to draft a tax law by aid of

which some other unfortunate will later undertake to extract the

.
taxes. The most profound truth that I know about taxation in

general is this truth: Taxes are like boils; the only good place to

have them is on some other person; and the only good tax is the

tax paid by somebody else.

In my more than forty years of study of the subject, and more

than thirty years of more or less active participation in taxation

work, I have yet to find as many men as it would require the fingers

of one hand to enumerate who have been able to go through to the

logical end, and that is always the bitter end of a discussion or

deliberation of any kind concerning taxes, and the sort that might

possibly affect the size of their own next tax bills, who could, be-

fore the work was through, have a clear record of having kept their

views about the proper methods of drafting a tax bill free from

the bias of personal interest. There were once five such men, but
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two have slipped by the wayside. One of them got caught, or had
a brother who got caught, in some kind of a jam, caught unfor-

tunately with the Maryland flat tax on intangibles, which led that

fellow to fall from grace and to express opinions clearly influenced

by personal and family experience with a particular tax. And, the

other was a most distinguished economist, who all his life main-

tained that in the taxation of income, no account whatever should

be taken of capital gains and capital losses. Both as a matter of

principle and as a matter of practical administration, he was con-

fident that was true until about 1920, when, having bought himself

a new automobile, he went into collision with the rear end of a

trolley car that was going around the corner, and found himself

with a wrecked car, for which there was no insurance to collect,

since the fault was plainly his. Thereupon he deducted the amount
of that loss in his next income-tax return to the Federal Govern-

ment, as he told me afterward, to see whether he could get away
with it, which he did not do. So that leaves only three people on

the list of those with whom I have come in contact who, being

concerned with matters of taxation that affected their own interest,

seemed to me to be able to go through to the end of a discussion

without letting their personal interest in any respect aft'ect their

views concerning the problems they were discussing. If it is a

matter of getting taxes up for other people to pay, it is a different

matter.

During this conference in one discussion had in the sessions of

our model tax committee—and, by the way, that word " model " is

another one of those relative words that they use only in the Ein-

stein sense—in one of those discussions—what was that subject?

Brother Einstein had diverted my attention from the point I was
going to make, so I will pass on to the next one, and I assure you

you will miss nothing.

Now, I have said that few of us supposed this Association was
going to come to anything very much. Few of us had the vision

of Mr. Foote. There have been, I think, two chief reasons why
Mr. Foote's plans for the Association have been so very largely and
rigidly realized. The first is that taxes, unpleasant as they may be,

during the last twenty-five years, have been increasingly heavy, so

that it is no longer possible to ignore them and take no interest in

them. Back in 1907. at the time this first conference was held, I

was then working with the tax commission in Massachusetts, trying

to devise a better plan for the taxing of intangible property, and

in the course of my work I had interviews with various influential

people in our community, including the head of the largest law firm

in the city of Boston, a firm which had what was for those days a

large tax practice; and the head of the firm said, '" Well, Professor,

you really are twenty years ahead of your time: you are not going
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to be able to interest the business men of Boston in this project as

they ought to be interested, I freely admit., just because their taxes

are not yet big enough so that it is worth their while to give atten-

tion to them. It is still cheaper to draw a check and pay the tax

biil when it comes to hand than it is to give serious thought to a

problem of taxation."

This Association has prospered partly because the subject with

which it has been concerned was, as Mr. Foote foresaw, a subject

of increasing and compelling importance and public interest. One
other reason why we prospered I am going to mention because it

has not been alluded to by the other speakers. This Association

has frequently been criticized because it has not undertaken to be

more active in carrying on propaganda, and organized propaganda,

for better taxes, for better control of expenditures, and for this,

that and the other subject connected with public finance. To my
way of thinking, and judging by my experience in the Association,

this weakness of our Association, if it be a weakness, in not organ-

izing work of the propaganda description, has been the source of

our greatest strength and one of the real reasons for our growth

and prosperity. We have been an educational and not a propa-

gandist organization, for the most part. Now and then there have

been matters of great import, on which there appeared to be among
us sufficient agreement so that we have entertained some propa-

ganda work ; but in all cases but one such work has been done only

after great deliberations and has been conducted with great circum-

spection. We have concentrated our energies on educational work

of the sort that perforce obliged us to be content with small begin-

nings, and patient while we waited for gradual growth of our work,

but which in the end was sure to win for the Association its present

enviable standing; and the result from this period of a quarter of

a century, in very substantial practical achievements to educational

work, which, in most of the states of the Union, has now brought

improvements in law or in administration that are now known by

all familiar with such things, is due to the educational force of this

organization. Twenty-five years is not a long period in the life of

an institution. In industry it may be the term of office of a single

great president, who builds up a great business corporation ; in the

university it may be the term of service of a single president. In

universities, which are among the most enduring of human insti-

tutions, presidents come and presidents go; and the term of any

president, however long it may be, always appears, when we look

back upon it. to have been a short period in the life of the insti-

tution. In the life of an institution twenty-five years is not a

great period of time. It is fully half of the working life of the

ordinary man ; and during such a period, those acquainted with the

work of this Association have seen rise and then disappear from
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the activities of this Association too many men wliom we admired

and respected and loved. It is not without a littJe emotion tonight

that I think of coming here again to Columbus during 1907, and

coming to know such men as Foote, Derthick and Howe and

Haugen, and all the others whose names are so cherished in the

records of this Association, and whom so many of us recall with

such fond recollection and such sense of loss this evening.

Chairman' ^McMillan : Thank you, friends, for your atten-

dance here tonight, for your generous and kindly interest in the

proceedings. Good-night.



EIGHTH SESSION

Thursday, September 15th, 9:30 A. M.

Chairman Haig: We now come to the eighth session of our

conference. Before introducing the presiding officer I should like

to ask whether any one in the audience knows anything about the

whereabouts of Mr. A. H. Stone, who has been attending the con-

ference. We have an exceedingly important personal telegram for

h'.m and are unable to locate him. If any one knows anything about

]\Ir. Stone, how he could be reached, it would be a very great favor

to pass the information on to Secretary Query.

I wish to urge attendance by all who can possibly come at the

business session tonight. You will have the important matter of

considering the resolutions and considering the business affairs of

the Association. The meeting will not be combined with this morn-
ing's session. It will definitely be held this evening at the an-

nounced time.

The presiding officer this morning is our Vice-President, Senator

Franklin S. Edmonds of Pennsylvania.

Franklin S. Edmonds (Pennsylvania) presiding.

Chairman Edmonds : Ladies and Gentlemen : Last night those

of you who were newcomers in the Association probably learned

a great deal about the history of the Association, and there were a

number of interesting comments made upon the reasons for the

success of the Association. I want to volunteer an observation as

one of the reasons why I think this Association has held together

so well, and that is that it is a group of elderly statesmen who fulfill

in the National Tax Association the same function that was per-

formed years back by the group of elderly statesmen in the Japa-

nese government; and those who planned this program placed upon

the eighth session, which is this morning, two of the most eminent

of those who have helped in piloting the policies of the National

Tax Association from the beginning. It makes therefore a pro-

gram of unusual interest and value for us; but, if there is no ob-

jection now, the floor vAW be open for the introduction of resolu-

tions. Any objection? The Chair hears none, and will recognize

Mr. Long.

Henry F. Long (Massachusetts) : I desire to offer this reso-

lution :

(285)
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Resolved, That the National Tax Association desires to em-
phasize tile view that substantially uniform methods of appor-

tionment are essential to prevent the injustice of taxing the

same income in more than one jurisdiction; and
Be it Resolved Further, that without attempting to suggest

any particular formula, the National Tax Association records

its opinion that very real progress towards uniformity can and
should be made by avoiding the use of extreme and contra-

dictory formulas apportioning income on the basis of property

or sales alone, and the substitution therefor of some more inter-

mediate and balanced formula or formulas, in which reflection

is given to the three fundamental factors expressed through

property, sales and expenditures.

Chairman Edmonds: Under the rules, this resolution, having

been read, will now be referred to the resolutions committee for its

consideration. Are there other resolutions to be presented?

( No response.)

Chairman Edmonds: If nor. I will turn to the program as an-

nounced. The first topic is " The Proposed Revision of the Report

on a Model System of State and Local Taxation." You will note

the committee does not present a report, because it has been at work,

and at work most faithfully, during this conference, but there will

be remarks by Charles J. Bullock, chairman of the committee. It

is a great pleasure to welcome Doctor Bullock to this platform.

Charles J. Bullock : 'Sir. Chairman, Members of the Associa-

tion and Ladies and Gentlemen : This program was evidently gotten

up by some of the younger statesmen, at least one of the elder

statesmen was not consulted, because when it was determined in

the spring at a conference that President Haig called, in New York
City, to appoint a committee to attempt revision of our model plan,

I then explained that if the committee were appointed and got to

work, it would obviously be unwise to go ahead with the proposal

that had previously been made, that at this conference we should

have a discussion of the model plan.

The work of the new committee began last Monday morning, at

10 o'clock, when we held our first session. We sat until about one

o'clock, then we convened at three and sat until about a quarter

of six, and we have repeated that program every day; and we are

going into a huddle at ten o'clock this morning. Of the nine mem-
bers of the committee we have seven present. Although two of

those present have been serving on other committees, whose ap-

pointments sometimes conflict with our own, we have always had a

majority of our committee present, and sometimes have had six or

seven members.

Now, with the work only just beginning, it is obvious that I can
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say very little to you about it. I can, however, report that we
came to unanimous agreement to begin with a discussion of the

fundamentals of the report. The old report took as its point of

departure and its most important and fundamental problem, the

question of the proper apportionment among the several states in

this Union of the important subjects of state and local taxation,

namely property, income and business. The old report sought to

work out a method by which the just and proper claims of the

various states could tax persons who lived within their jurisdic-

tions, for the benefits of government that they enjoyed in the com-

munities where they resided; and the claim of states to tax prop-

erty located, employed and used and enjoyed within their boun-

daries, by whomsoever owned; and the perfectly proper claim of

states to levy taxes upon business carried on within their limits,

whether conducted by residents or non-residents. These three claims

the old committee found to be just, and we sought to reconcile them

by recommending a personal tax on net income, representing the

just claim of states of domicil for some contribution for the ex-

penses of government from all persons living within their jurisdic-

tion enjoying the personal benefits governments confer. Then, the

old report advocated the adoption of a tax on tangible property,

by which states, either with or without classification of such prop-

erty, should levy upon all property within their jurisdiction, and,

consistent with principles of interstate commerce, avoiding all possi-

bilities of double taxation, a tax to pay for the benefits that prop-

erty derives ; and when I say " property " I mean the owners of

property are the beneficiaries—to pay for the benefits of property

derived from the services of the government in which the owner

of the property is situated.

Then we proposed a business tax on net income wholly distinct

from the personal tax to be levied on business carried on within the

jurisdiction of any state that wanted to tax business by whomsoever

conducted, residents or non-residents.

Now, the new committee has proceeded so far with its delibera-

tions that they are agreed that the three major proposals of the old

report, namely, that there should be a personal tax. exacting per-

sonal contribution from all inhabitants of every state, and that there

should be a property tax on such tangible property any state may
elect to tax, either in a uniform method or under some classifica-

tion; and that there should also be a business tax on business car-

ried on within the jurisdiction. That is as far as we have gone in

reaching conclusions.

We are fairly well agreed as to the structure of the personal

income tax. but we reserved for further consideration at subsequent

meetings this winter, or next spring, some questions as to whether

it is well to differentiate in the levying of a personal income tax

between funded and unfunded incomes; and some questions as to
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the scale of progression, and other things of that sort that are
matters of detail. But, the general doctrine of personal income tax
has been determined.

The committee is also of the opinion, which it could not very
well have avoided, that in the personal income taxes, so-called, that

have been levied in many of the states since 1918, the support and
authority of the old report have been wrongly invoked. Many of

these taxes are not consistent with that report because they include

as an integral part, or they are supplemented by, taxes on corpora-

tion income. Now, the inclusion of the tax on corporation incomes,

as a part of the scheme of personal taxation of inhabitants of the

state for the benefits which they enjoy from the government under
whose jurisdiction they are domiciled, was no part of our recom-
mendation, and is completely contrary to the theory of the old

report.

Our business tax was recommended to be applied to all business

income whether earned by corporations, partnerships, or individ-

uals. We see no reason for selecting corporate business to bear a

special business tax, from which individuals and partnerships were
exempt.

We have not proceeded as far with our deliberations concerning

the property tax. We have, when considering the subject, always

been opposed to the old uniform property tax, which the states are

gradually abandoning. We are clear also that if we have a per-

sonal income tax applicable to all incomes received by inhabitants

of any state, including incomes from intangibles, we think it best

not to try to levy another tax on intangibles in our property tax.

because we believe that any state undertaking to levy such an addi-

tional tax, even at a classified rate of three mills on the dollar, in

addition to a personal income tax. will find that it is biting off

more than it can chew; and that if it undertakes to enforce both

laws, it will put itself at such a great disadvantage, in competition

with other states, that it will lose the wealthy class of taxpayers;

and unless a personal income tax or classified tax on intangible

property can be successfully collected from the wealthiest taxpay-

ers, it is better not to have such a tax. They are the people who
can select their domicile; they can live where they please; they can

migrate to the states that offer them the best attractions in the shape

of low tax rates or no taxes whatever.

I believe we are going to conclude that it is unwise to include

intangibles within the scope of a property tax. We take the posi-

tion of the old committee that if you have a personal income tax

you better exempt intangibles and confine your property tax to tan-

gible property.

Yesterday afternoon we were in the midst of a long and most

interesting discussion about the taxation of intangible property.

The old report had recommended that this be classified, and should
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be taxed in such a manner that the rate of tax levied on such prop-
erty should not exceed one dollar per hundred. The idea of the old

report was that whatever taxes were recommended should be en-

forced. We were not thinking of an easy-going, hit-and-miss sys-

tem of local assessment of property, while the law said that all

tangible property should be placed on the tax lists at its true value,

in the actual operation of the tax laws. That was not done. The
old committee contemplated an enforced system of taxation, and it

believed that in order that tax laws should be strictly enforced,

they must be reasonable, that they must levy on no class of property
or income, or any other subject of taxation, taxes that exceeded
what the traffic would bear, but taxes that the state could collect in

competition with other states ; and it believed that a tax higher than

one dollar a hundred, on a full valuation, and strictly enforced with

the state tax commiss-on back of it, if necessary, was as high as

stocks in trade, manufacturers' capital invested in machinery and
that sort of thing, could stand; and some of us felt that lower rates

would really be necessary. In my own state I should tremble at the

thought of strict enforcement, by a state tax commissioner's de-

partment, of a tax as high as one per cent on the full value of the

stocks of our merchants and manufacturers in competition, as they

are, with other states of the Union. But, I will not enlarge upon
that subject.

Our committee has been much impressed with what has been

accomplished in Cuyahoga County, Ohio, in the last ten years, in

the assessment of merchants' and manufacturers' inventories, and is

greatly interested in the work that the Ohio Tax Commission is

now doing in the administration of the new law, having classified

rates upon merchants' and manufacturers' capital ; and we shall

watch with great interest the results of that work.

We have decided that it is our duty to make a further study of

the whole subject in the light of all the developments in the last

ten years, and take it up anew, all of us, with open minds, when
we reconvene some time next winter or spring.

Now, that is a full report of our doings to date. We have been

in session six times, nearly three hours per session. We have

been unable to listen to any of your interesting papers that have

been presented dur'ng the day-time, and I personally have been too

tired to give strict attention to anything that has been said in the

evening, and have ordinarily sought relaxation at a movie theatre

;

so that I have not been able to enjoy to the full benefit the pro-

ceedings and deliberations of th's conference.

I will say in conclusion that I am confident that we have got a

committee that is going to do what the last committee did. take

counsel one with the other, and keep minds open until all the evi-

dence is in and every subject has been thrashed out from every

point of view.

19
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It is pretty clear tu us that there are so many things that have

got to be looked into, in the light of the developments of the last

ten years, that there is no prospect of a complete report, or any-

thing like it, for the next conference. However, I believe we have

gone so far that when it comes to the preparation of agenda for a

meeting that we may hold about next April, the chairman will be

able to prepare agenda that will include most, if not all, of the

fundamental questions that the committee has got to decide, and,

relying upon the very valuable and helpful discussions we have had
here, will be able to frame questions that will lead to unanimous
or substantially unanimous conclusions upon most, if not all, of the

fundamentals of the report, w^hich will make it possible in the fall

of 1933 to submit a progress report dealing w ith some of the funda-

mental issues, W'hich can be assigned, ISlr. President, for just as

much discussion at the meeting as the subject may seem to you to

require; and that then, after the discussion at the next meeting

and subsequent meetings of the committee, at which they can sit

together for a week or the better part of it, it will result, in a year

from next fall, in the preparation of another report. Of course,

these anticipations may be disappointed, but I am sure w-e have got

a committee that is the equal of the old committee. I am convinced

that I never sat with a better committee, and I am very hopeful

that as the result of our deliberations we may be able to present to

you at next year's conference a progress report that will give you

material that you will find interesting and of value in your discus-

sions and deliberations.

Chairman Edmonds: Before this hard-working committee goes

into a huddle again, are there any questions any one would like to

ask Doctor Bullock with reference to this work?

(No response.)

Ch.\irman Edmonds: We are very much obliged to you.

Roy G. Blakey (Minnesota) : I was wondering if this com-

mittee is going into the whole realm of state and local taxation.

Charles J. Bullock: The old report did that, and if the con-

ference next year, after considering our progress report, sees fit to

continue the committee, T think it would go over the whole field of

state and local taxation.

Roy G. Blakey: That is what I hoped you would do, but I was

not certain.

Charles J. Bullock : 1 think that is quite probalile, but some-

thing will depend on how we fare with that progress report, on

which I have iexpressed my hopes and anticipations.

Roy G. Blakey: I would not, of course, presume to interfere
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with the recommendations of the program committee for next year,

but it seems to me your report might form a basis of much discus-

sion at next year's conference.

Charles J. Bullock : I should think probably it might be well

to devote one session to the personal income and I think you can

find ample food for reflection in dealing with the taxation of tan-

gible property; and if not a full session, a part of one dealing with

business; and it would be very helpful to the committee if those

three fundamental subjects could be discussed so that we might

have the benefit of the reactions of the next conference to our

recommendations and suggestions on those three fundamentals.

Philip Zoercher: I would like to call to the attention of the

resolutions committee that at the close of this meeting this morning
it must present its resolutions, and that they will lie over to the

evening meeting, and I am asking now that the members of the

resolutions committee withdraw and meet in Parlor B for the con-

sideration of the resolutions that we have before us.

Chairman Edmonds : The committee on resolutions will meet
now in Parlor B.

Robert Murray Haig: 'Sir. Chairman and Fellow ^^lembers of

the Association : I merely want publicly at this time to thank Pro-

fessor Bullock and the members of this committee, who have agreed

to attack this difticult problem. To my mind it is the most impor-

tant subject that the Association has taken up in several years,

that is, the establishment of this committee to review the report that

was developed fifteen years ago, which report has had a very re-

markable influence.

I do not know that all of you appreciate what is involved in the

willingness Professor Bullock has shown to assume the chairman-

ship of this committee. It involves a great deal of work. I know
that even before the assembly of the committee at this meeting

Professor Bullock has devoted many days of time and efifort to the

preparation of a very remarkable memorandum, which he circu-

lated among the members of his committee, in preparation for this

meeting. I envy you all the opportunity for examining that docu-

ment, raising the issues which seem to be important in view of the

developments of the last few years, a very long and elaborate dis-

cussion of the whole matter, that he worked out carefully, in ad-

vance. Also, in preparation for this meeting, questionnaires w-ere

sent to every state in the Union. The committee, as you know, has

been invisible since the conference here. They have given up the

conference and sacrificed the r time and inclinations to struggle with

this thing; and they are in for a real job as long as they may be

continued, which Professor Bullock estimates at at least two years.

Of course, I know you want to continue this committee; no ques-
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tion of that; l)ut I also hope the Association does appreciate, to the

extent it deserves, the sacrifice that has been shown by Professor

Bullock and the members of the committee in their willingness to

undertake this job.

Chairman Edmonus: Before we pass to the next topic, Secre-

tary Query has some announcements.

Secretary Query : I have been requested to announce again

that at 9:30 tomorrow morning the conference of tobacco tax ad-

ministrators will be held at this hotel. Some delegates may have

arrived since the announcement was made yesterday, and I make it

now so that if you wish to attend that conference, you may.

I also want to state, for the benefit of those interested in our

enrollment, that up to this morning the enrollment is 562 delegates,

representing 7)7 states and one Canadian province.

Chairman Edmonds: The next subject is the report of the com-

mittee of the National Tax Association on delinquent taxes. This

report will be presented by the chairman. Doctor Fred R. Fair-

child, after which there will be open discussion from the floor.

Doctor Fairchild.

Fred R. Fairchild (Connecticut) : Mr. Chairman. Ladies and

Gentlemen of the Conference: I hope you won't be unduly alarmed

at the magnitude of this manuscript, w^hich I bring along. The
committee, as the result of the researches of its members, and the

generosity of the Forest Taxation Inquiry has assembled rather an

extensive mass of material, far in excess of what can be presented

within the time at my disposal. I am obliged, therefore, to select

certain parts and to compress others, understanding that the com-

mittee will have permission to print in the Proceedings a somewhat

more extended report than I can present here; so that a good

share of the manuscript I brought here today will not be inflicted

upon you.

PRELIMINARY REPORT OF THE COMMITTEE OF
THE NATIONAL TAX ASSOCIATION ON

TAX DELINQUENCY
fred r. fairchild. chairman

Introduction

.Mthough the present state of depress'on has brought the problem

of tax delinquency into special prominence, the fact remains that

some degree of delinquency is a chronic situation in most parts of

the L'nited States, while in certain regions the situation has for

many years presented a real threat both to sound public finance

and to the security of property rights.
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This committee, in spite of all its efforts and the substantial out-

side help it has received, is well aware that it has accomplished no
more than a fair start toward exhaustive study of this problem.

It offers its present report in the hope that it may at least contribute

to a better understanding of the problem of delinquency and pos-

sibly stimulate further study so organized and financed as to permit

the exhaustive and authoritative investigation which the far-reach-

ing importance of this problem warrants.

The committee has had no desire to limit the scope of its assign-

ment. However, being limited by considerations of time and ex-

pense, it has, in this preliminary report, given chief attention to

property tax delinquency and, among the several classes of prop-

erty, to real estate.

The committee acknowledges the aid it has received from the

United States Forest Taxation Inquiry, which organization has

given access to all its materials and permitted this committee to

include in its report extensive sections which will later appear in

the report of the Forest Taxation Inquiry. Special acknowledg-

ment is due to Professor Wager for the work he has done in

drafting the text of this report.

Extent of Delinquency

Since there are so many degrees of tax delinquency the term has

little meaning unless it is explained each time that it is used. The
collection calendar and procedure vary so widely in the different

states, and even among the different tax jurisdictions of the same
state, that no precise definitions of general application are possible.

For convenience in discussion, tax delinquency may be classified

broadly as short-term and long-term, but of course there is no sharp

line of cleavage separating the two classes.

Short-term delinquency may be defined as that which exists when
a tax remains unpaid at the end of the regular collecting period

and becomes subject to a penalty. Usually the penalty is rather

light for the first several months, or even for a year or more, and

hence taxpayers may deliberately delay payment for a while in

order to meet more pressing demands. While, of course, it causes

the political units some temporary embarrassment, short-term delin-

quency does not necessarily result in permanent loss.

Long-term delinquency may be said to exist when taxes are two

or more years in default, and the taxpayer is in some real danger

of losing his property. The period cannot be stated with exactness

because of wide variety in the statutes and in the manner in which

they are enforced. \^iewed from the point of view of the govern-

ment, long-term delinquency exists when there is an accumulation

of unpaid taxes against a property and a prospect of eventually

losing the property from the tax roll. Long-term delinquency thus

constitutes a serious governmental problem. It is obvious, too, that
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sliort-term delinquency may often represent the first stages of long-

term delinquency and hence cannot be viewed with equanimity.

Any attempt to measure the extent of delinquency or to discover

the trend therein is exceedingly difficult. In the first place there is

a paucity of statistics of any kind. Again, the various grades of

delinquency which may exist render any statistics which are not

fully e.xplained almost meaningless. Finally, the very uncertainty

of meaning is an invitation for uninformed writers to give delin-

quency figures a wrong interpretation and an exaggerated signifi-

cance. The unreliability of published statistics may be illustrated

in the case of Mississippi.

Reports have been widely circulated to the effect that approxi-

mately 25 per cent of the privately-owned land of ^Mississippi is de-

linquent for 1931 taxes. According to these accounts. 39.699 farms,

or 16.2 percent of the agricultural area of the state, and 12 percent

of all the city property of the state, fell under the sherift''s hammer
in April of this A-ear (1932).

The situation is explained by A. S. Coody, secretary of the Missis-

sippi State Tax Commission, in a letter under date of August 3.

1932, to Eric England, of the U. S. Department of Agriculture, as

follows :

' The State Treasurer's office shows that to date the county

tax collectors have transmitted to the state treasury $4,240,449 in

the calendar year 1932. The total amount of unpaid propertv' taxes

is. therefore, $879,551, or 17 percent of the total. Against this

amount of unpaid taxes we have the fourth installment which may
be paid as late as August 1 and remittance will come to the state

treasury by September 20. I feel that a very large portion of the

taxes unpaid, as indicated above, will be paid before the property

is sold at the September sale. iMy opinion is that not more than

5 percent of property will be sold for taxes.

" In many cases there have been long lists of property adver-

tised at tax sales but in most cases this was vacant cut-over lands

which the owners did not feel disposed to retain, and in towns

there were, in many cases, subdivisions opened up in 1927. 1928

and 1929 consisting of vacant lands which, under present condi-

tions, have little or no value. These two classes of property con-

stitute most of the lands advertised for sale.

" Most of our farm taxes have been paid. The small farmer has

managed to sell livestock, truck, or small quantities of timber and

thereby get his tax bill paid, which for the small farmer is not

usually large. The large farmers or planters are usually burdened

with a mortgage and the mortgage holders have, of course, been

compelled, as a matter of self-protection, to make further loans to

cover tax payments. T do not know personally of a single farmer

in the state of Mississippi who has been d'spossessed of his home
through a sale for taxes."

A similar contradiction of evidence has appeared in respect to
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Philadelphia. The newspapers reported that 51,000 home owners
were about to have their homes foreclosed for taxes. The Director

of the Bureau of Municipal Research states, however, in reply to a

letter of inquiry that he does not know of a single eviction through
tax foreclosure. There are of course, he says, instances where a

mortgage holder has foreclosed as a result of having had to assume
the taxes.

These exaggerated statements are undoubtedly largely due to the

popular misunderstanding of the delinquency procedure. Most
people fail to understand that in most states the first tax sale is not

a foreclosure. What is sold is not the property but the tax claim

or lien and the purchaser receives a document which may after a

period of several years, if the owner fails to redeem, be foreclosed

or converted into a deed.

Even figures on tax delinquency from official sources are not

altogether reliable. One reason why they are not reliable is that

the local units do not keep adequate records and state compilations

are often only a crude estimate. Another reason is that very often

the figure given includes an accumulation of unpaid personal prop-

erty taxes, many of which are uncollectible and should be written

ofif. The committee is informed that this is the case in Ohio, and
that the figures in the reports of the state tax commission, indi-

cating that delinquent taxes increased from $16,382,617 in 1922 to

$52,036,679 in 1929. should be interpreted in the light of that fact.

Rarely are' published figures on delinquency sufficiently refined to

be a safe basis for drawing conclusions or even for making com-
parisons between one jurisdiction and another. Nevertheless, there

have been a few careful studies made and the results of these

studies, added to a large number of suggestive, even if not precise,

reports give a fair indication of the present delinquency situation.

SELECTED CITIES

The amount of the 1931 levy in each of twenty-one cities,

together with the amount of accumulated delinquency, is given

below.^

^ Submitted bv Carl H. Chatters.
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was a progressive increase in delinquency, though in only a few-

was the increase at all striking.

Most of the reporting cities of New York, Wisconsin, California,

Maine, and Massachusetts had very creditable collection records.

The cities with large amounts of delinquency were mainly in New
Jersey and the South—particularly North Carolina, Florida, and
Texas.

A study of fifteen cities and villages of Cuyahoga County, Ohio,
showed a decided correlation between the amount of delinquency
in the payment of special assessments and the weight of such debts.

However, delinquency in the payment of general taxes showed no
relation either to the tax levy or to the debt burden.

On the other hand, six cities of Oakland County, Michigan,
showed a close correlation between heavy indebtedness and a high

rate of delinquency. With one exception, the greater the debt of

the city, expressed as a percentage of valuation, the poorer its col-

lection record over a four-year period. On January 1, 1932, one
city—Clawson—had collected only 25.5 percent of the 1931 levy.

38.5 percent of the 1930 levy, 58.2 percent of the 1929 levy, and
66.9 percent of the 1928 levy.

BIRMIN'GHAM, MICHIGAN

The delinquent tax situation was analyzed in Birmingham, Mich-
igan, by Albert W. Noonan. city assessor, about January 1, 1932.

He found that of the 2,608 parcels of improved property in the

village, 657 had delinquent special assessments and 1.321 delinquent

general taxes. The delinquency in the case of vacant lots was even
greater. Out of a total of 7,154 vacant lots, 2,498 had delinquent

special assessments and 4,768 had delinquent general taxes.

It is significant, too, that the delinquency was not mainly short-

term delinquency. Of the 2,498 vacant lots with delinquent special

assessments, 1,083, or 43 percent, were delinquent for three years,

1929, 1930, and 1931. And of the 4,768 vacant lots with general

taxes unpaid, 2,463, or more than half, were delinquent for all three

years. At least one-fourth of all the parcels in the village were
delinquent for three or more consecutive years. It is not probable

that the 1929 delinquency can be attributed to the economic depres-

sion ; hence the causes for the delnquency must be sought in the

administrative procedure, faulty statutes, or a combination of these

factors with the over-development of real estate.

DETROIT, MICHIGAN

The status of collections in Detroit, Michigan, on the last five

levies is shown below:
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It is estimated by city officials that by August, 1933, the city will

have about $24,000,000 tied up in uncollected delinquent taxes—

a

sum almost equal to the total levy for city taxes for a year. Tax-

certificate buyers complain that the certificates are a long-time in-

vestment, drawing only 10 percent, and somewhat precarious as to

the eventual returns.

Of the tax certificates held by the city September 10, 1928, for

the preceding fifteen years, 80 percent of the amount involved was

for special assessments.

MILWAUKEE COUXTY, WISCONSIN ^

Tax-sale certificates not sold but held by the county of Mil-

waukee on July 15. 1932, were as follows:

Tax oj Amount

1919 $ 1,278.93

1920 6,660.89

1921 4,130.67

1922 4,184.32

1923 ... 8,918.96

1924 10,971.05

1925 10,754.81

1926 19,090.78

1927 31,438.09

1928 150,884.21

1929 317,313.88

1930 1,069,207.20

1931 2,947,549.77

T0t.1l $4,582,383.56

Of this sum, $961,424.84 was held in trust for collection.

The amounts oitered at the tax sales of delinquent real estate

taxes by the county in the three years, 1928, 1929 and 1930 in-

creased 123 percent in that period, and the amounts for which there

were no bidders increased, during the same period, 413 percent.

SYRACUSE, NEW YORK

The number of parcels against which liens were sold at the tax

sale in Syracuse, New York, in 1929 was 2,645. Two years later

the number was 4,801. Of the 2.645 sold in 1929, only 951 had
been redeemed to iMay 1, 1931. It is significant that of the 2.645

delinquent parcels. 1.719 were vacant lots. In Buffalo, vacant lots

consttuted 70 percent of the delinquencies, and in Utica 80 percent.'*

3 Idem.

4 Kreuger, DeWitt W., Delinquent Tax Problems in Ne-U) York State
Municipalities.
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DELIXQUEXCIES OF FARM PROPF.RTV

The only comprehensive figures pertaining to the delinquency of

farm property are those issued by the U. S. Bureau of Agricultural

Economics. One of its studies indicates the number of farms trans-

ferred in forced sale on account of tax delinquency in relation to

the total number of farms. These have been estimated for the

years 1926 to 1931 and published by states and regions. The num-
ber of farm foreclosures for delinquent taxes per 1,000 farms is

shown below for each geographic division for the years indicated: ^

Division ig26 1927 i()?8 Ig2g 1Q30 igu

New England 4.5 3.S . 3.0 3.6 3.9 3.4

Middle Atlantic 3.0 3.0 3.4 3.6 3.5 4.6

East North Central 3.2 3.8 4.2 ^.^ 4.8 4.7

West North Central 4.3 5.3 5.1 3.6 4.2 5.5

South Atlantic 5.5 6.9 6.9 9.0 8.4 12.S

East South Central 4.0 5.8 5.4 4.0 4.9 10.0

West South Central 3.4 3.8 4.1 3.2 3.4 6.1

Mountain 9.8 9.5 12.0 10.8 11.

2

13.8

Pacific 3.9 4.5 4.2 3.9 3.0 5.4

United States 4.2 5.1 5.2 4.7 5.1 7.4

It will be observed that in seven of the nine divisions there were
more foreclosures in 1931 than in any of the five years preceding.

In the East North Central States the climax was reached in 1930;

and Xew England shows no upward trend.

While these figures are useful in indicating trends, they do not

measure either the relative importance of farm tax delinquency in

the various regions or the severity of economic conditions which

may be the underlying cause of delinquency. Xevertheless. adverse

economic conditions probably weigh heavily in determ ning the

number of foreclosures.

According to another release of the U. S. Department of Agri-

culture :
" Increasing delinquency in payment of real estate taxes

in agricultural states and in cut-over forest areas is shown in recent

reports by thirty state tax commissions. . . .

" The state average percentages of property tax levies subject to

penalty range from 5 percent or less in some states to 30 percent in

others. Highest state average ratios for agricultural states contain-

ing large acreages of cut-over forest land. ... In some cut-over

counties taxes on more than half of the total taxable area are sub-

ject to penalty, and in several instances more than half of the tax

levy is subject to penalty. . .
." ^

^ The Farm Real Estate Situation, 1930-1931, U. S. Dept. of Agric, Cir-

cular No. 209, Dec, 1931, Table 9.

^Jackson, Donald, "Land Tax Llelim^uency a (Irowing Problem," L". S.

Dept. of Agric. Press Release, June 15, IQ32.
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SELECTED STATES

Reports from numerous sources give incomplete but significant

figures on delinquency in selected states.

Virginia. Local tax delinquency in Virginia counties increased

steadily from 4.87 percent of the levy in 1923 to 9.95 percent in

1929."'

Florida. In Florida land reverts to the state after it is offered

at tax sale and no bidder appears. However, the former owner has

two years in which to redeem it, so that reversion, as the term is

used in this state, may mean no more than long-term delinquency.

In 1928 the area which had reverted amounted to 5.9 million acres,

or 17 percent of the land area of the state. These lands had an

assessed value of $70,000,000, or 14 percent of the total real estate

assessment.*

North Carolina. The North Carolina Tax Commission assembled

figures in 1928 showing the amount of delinquency in that state

from 1924 to 1927 inclusive. The average amount of tax-sale cer-

tificates acquired by the reporting counties, and the ratio of such

sales to the respective gross levies, are given below for each of

these four years.

^

Average amount of Percent

Year sales per county of levy

1924 $13,264 3.55

192^ 1.1,284 4.17

1926 21,787 5.16

1927 26,143 5-64

Similar figures are not available for more recent years but the

amount of taxes advertised for delinquency in 1928 was 20 percent

greater than in 1927.

Ohio. The delinquency certified by thirty-five Ohio counties in-

creased from $2,822,103 in 1925 to $7^868,188 in 1929. Incidentally.

Cuyahoga County (containing Cleveland) accounted for $3,709,772,

or almost 74 percent of the increase in these thirty-five counties.^

°

Kansas. The Kansas Tax Code Commission of 1929 presented

information secured by the Kansas State Agricultural College which
indicated that in twenty-one counties the increase in tax delin-

" Stauffer, William H., Taxation in I'irffinia, pp. 96-97, Century Co., 1931.

* Ziegler, E. A., and Spillers, A. R., " Financial Aspects of Growing
Southern Pine, Washington County, Florida," p. 73, Bui. X^o. 7, Southern
Forest E.xperiment Station, June, 1931.

^ State of X'orth Carolina, Report of State Tax Commission, 1928, pp.
43", 441, 445 and 449.

10 Xilsson, Arthur E., Property Tax Delinquency in Ohio, unpublished
doctorate dissertation, Yale University, 1931.
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quency of farm real estate between 1917 and 1927 was 329 per-

cent.^ ^

Lake States. Detailed figures collected by the Forest Taxation

Inquiry show very heavy delinquency in the cut-over counties of the

Lake States, there having been a rapid increase in both short-term

and long-term delinquency in the last few years.

In Michigan, in 1917, 96 percent of the state taxes levied on

property was paid when due ; in succeeding years the corresponding

percentage shrank steadily until in 1928 only 86 percent of the levy

was paid when due.^- The increase in long-term delinquency was
no less pronounced. In 1917, the taxes, includ'ng interest and

penalties, on parcels offered at the tax sale or paid on the day of

sale amounted to $641,528; in 1927 the corresponding figure was

$3,311,470. an increase in ten years of 416 percent.^' Since 1927

the volume of delinquency has continued to swell. Over 2,000,000

acres of reverted land are now owned by the state and some 5,000.-

000 acres more are held subject to forfeiture.

In sixteen northeastern counties of Minnesota short-term delin-

quency increased from 4.4 percent of the levy in 1920 to 9.6 in

1927. In a group of six cut-over counties the increase was from

10.1 percent in 1919 to 22.3 in 1927.^-' Much of the short-term

delinquency in this area advances to long-term delinquency. In

fifteen northeastern counties, 1,619,028 acres, or 13.9 percent of the

area of taxable unplatted land, had been delinquent for three years

or more at the time the records were examined between 1926 and
1928. In 1927 Minnesota passed a law permitting the state to take

title to lands which have been delinquent for five years, and there

is now a vast area that would have been deedable in 1932 had not

the 1931 legislature extended the period of redemption.

A study of tax delinquency in seventeen counties of northern

Wisconsin in 1927 disclosed a rapid increase in delinquency in the

region studied, the problem having developed almost entirely since

1920. In Wisconsin, delinquent lands revert to the county rather

than to the state, and the county may take title if a certificate is

not redeemed within three years. A county does not have to take

title immediately after the expiration of three years, however, and
few counties have done so consistently. Nevertheless, the Conser-
vation Department reported in May. 1932. that count'es had taken
tax deeds on 2,500.000 acres.

^^ State of Kan.sas, Report of Tax Code Commissiou, iqig, pp. 95-99
and 116.

^2 Forest Taxation Imiiiiry, U. S. Forest Service, Progress Report No. 13,
Table 44.

^3 Idem, Table 41.

^* Forest Taxation Inquiry, Progress Report No. 10, Table 4.
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A recent statement relative to delinquency in Wisconsin is as

follows :

^'^

Total amount of delinquent taxes which were

sold in 1928, for taxes of 1927. S3, 569.692
• "

1929, " '• " 1928. 3.978,103
" •'

1930, " " " 1929. 5,287,821
'• "

1931, " " " 1930, 7,331,964

At the 1931 sale the amount of certificates purchased by tax-

certificate buyers was $1,932,379, or about 27 percent. The remain-

der of $5,399,585, or about 73 percent, was bid in by the counties.

There were, in 1931. fourteen counties in which the treasurers

were instructed not to sell the tax certificates, but to keep them all

in the county's hands.

SUMMARY

It is not claimed that the statistics presented in the foregoing

pages give a complete or necessarily accurate picture of the delin-

quency situation in the United States. They represent, however,

a diligent effort on the part of the committee to glean from the

limited, fragmentary and unrefined data available a few statistics

that are fairly reliable and significant. They indicate a great diver-

sity of condition.

While delinquency appears to be heavy and increasing in most

states, there are a few states where this does not seem to be the

case. Except in a few cities, the New England States are rela-

tively free from any serious delinquency problem. The reports

from Maine and Xew Hampshire are especially favorable. Other

states from which favorable reports have come are Maryland, Ala-

bama. Iowa and Nevada. There are probably other states which

have creditable collection records but concerning which the com-

mittee has no data. On the other hand, it may be that some of the

states which reported little delinquency two or three years ago are

no longer immune. At any rate, the problem has become so acute

in so many states that it has become a problem of nation-wide

concern.

The very ditticulty of obtaining reliable and intelligent data sug-

gests a very great need of (1) some systematic reporting of delin-

quency, and (2) the general adoption of a precise and uniform

terminology. The meeting of this first need depends very largely

on meeting the second. There is no great object in publishing

statistics that are mean'ngless and that cannot be compared with

those of other jurisdictions. The National Tax Association could

render a very useful service if it could get all the state tax com-

missions to agree on the same definition for each of the dift'erent

15 Supplied by K. K. Kennan.
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degrees of delinquency and adopt the same nomenclature. Then, if

the state tax commissions would require all local units to report

their delinquency regularly in these terms, a body of comparable

statistics could be built up. Complete comparability would, of

course, have to await the adoption of a uniform procedure. That
degree of precision and uniformity is hardly likely to be attained

any time soon, but certainly there is no need for the confusion and

uncertainty of meaning which now prevails.

Causes of Delixquency

The prevalence of widespread and rapidly increasing delinquency

calls for an explanation of the causes. These causes, it will soon

be shown, may not be the same for both short-term and long-term

delinquency. Moreover, in enumerating the causes of delinquency

a distinction will be made between immediate causes and those

which are more remote though perhaps more fundamental. Short-

term delinquency has been defined as that type of delinquency which
exists when a tax has not been paid at the end of the legal collect-

ing period and becomes subject to a penalty. Long-term delin-

quency has been defined as that type which exists when taxes are

due for two or more years and the taxpayer is in danger of losing

his property.

It is obvious that there will always be a certain amount of short-

term delinquency. With some taxpayers it is a result of careless-

ness or procrastination. There are other taxpayers who, because of

improvidence or temporary misfortune, do not have the money at

the time the taxes are due. Some are chronic offenders, rarely

paying their taxes until they are several months overdue, yet usually

managing to raise the money eventually. Finally, there are always

some people who live so close to the margin of subsistence that they

cannot raise even the small tax to which they may be subject. The
delinquency due to these causes, and which is perhaps unavoidable,

probably accounts for a very small part of the total. There is

abundant evidence that in normal times most short-term delinquency

is due to a faulty collecting practice. Of course in a time like the

present this primary cause is accompanied by economic and psy-

chological factors. People who are unemployed may have no money
with which to pay their taxes.

Long-term delinquency also is fostered and encouraged by an in-

efficient collection system, but there are generally other and more
fundamental causes. Among these other causes are over-assessment

and a heavy tax burden. These in turn may have more remote
causes. Temporary over-assessment may be due to a rapid deflation

in property values, whereas heavy taxes may be due to a wasteful

government or insufficient wealth to support comfortably necessary

public functions. Delinquency of the long-term variety may thus
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be symptomatic of fundamental maladjustments—economic and po-

litical.

Faulty collecting practice. ]Most short-term delinquency appears

to be due to a faulty collecting procedure or a breakdown in the

administration thereof. Of course all delinquency is at first short-

term, but as used in this report short-term delinquency means tem-

porary delinquency. Sometimes too much time elapses between the

date of assessment and the date when taxes are due. In this in-

terval people move away, property changes hands, values disappear,

all of which add to the difficulty of collecting and the certainty of

a considerable shrinkage. Frequently the t'me of payment suits

neither the convenience of the taxpayers nor the needs of the gov-

ernment. In less than a third of the states may payments be made
in installments. IMany jurisdictions send the taxpayer no statement,

thus making it difificult for him to pay promptly if he wants to.

In some states several months elapse between the time when taxes

become due and the time when the first penalty is imposed. Even
the penalties for the first several months of delinquency are often

too trifling to be much of a stimulus to prompt payment. Finally,

the usual long delay before final action can be taken on the tax lien

and the tendency of the state legislatures to liberalize the terms of

redemption are a constant invitation to delinquency.

The New York Tax Commission in its 1928 report says: "De-
linquency in New York results for the most part from the methods

of collection rather than from inability of property owners to pay

taxes. Yef delinquency, once started, tends to be cumulative." ^^

It is logical that pre-billing. installment paying, and a reasonably

stifT penalty should discourage delinquency, and a probable evidence

could be collected to show that such is the case.

There is some question, however, whether severe penalties dis-

courage delinquency. The fact that the delinquency ratios differ

widely within the same state, under the same law. suggests that the

severity of the statutory penalty is not the most important factor.

It is a question of the actual imposition of the penalty. Certainty

of imposing a moderate penalty is probably a more effective deter-

rent to delinquency than severity of penalty. The possibility of

having a penalty remitted, legally or otherwise, makes the amount

of the penalty of no great moment to the taxpayer.

Mr. Carl H. Chatters, speaking before the National Conference

on Government at Buffalo, November 11, 1931, says:

" The reduction or elimination of penalties on past due taxes

has been a cause of concern to those who have been hoping

for better things in tax administration. The 1931 legislature

of the state of Michigan passed an act cancelling all penalties

^^ 1928 Report of the New York Tax Commission, p. 9.

20
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on 1929 and 1930 taxes if paid before June 30, 1931. There
were heavy collections in June, 1931, of taxes for these years.

Does this justify the law? Hardly. I have visited most parts

of the state or talked with officials from the various communi-
ties. The story is universally heard that those who did pay
on time were discriminated against and will hesitate to pay
promptly in the future. Many others plan to delay paying
1931 and 1932 taxes until the legislature meets again in 1933
when they hope to have more tax penalties cancelled or re-

duced."

In 1931, Arnnesota, Texas, Xorth Carolina, and several other

states extended the time for paying taxes or reduced or waived the

penalties for delinquency. The ultimate effects are almost certain

to be disastrous.

Even those states which have a creditable collection procedure
find it difficult to get the law enforced with the necessary diligence.

In most taxing jurisdictions the collecting of taxes is a political

job. that is, taxes are collected by a person who holds his office by
popular election. It is well known that political officers are con-

stantly importuned to grant favors or immunities, and many, desir-

ous of reelection, cannot resist the pressure. When the favor takes

the form of granting an extension in time for paying one's taxes,

of remitting a penalty, or of withholding one's name from the ad-

vertised list, the practice invites delinquency. There is plenty of

evidence that these things are done repeatedly, and the practice is

not confined to a single state.

After a comprehensive study of tax delinquency in Ohio, the

investigator declares :

^"

'" A significant factor in the explanation of the failure of

county officials to enforce the tax collection statutes more
vigorously is the political nature of the county treasurer's office.

Elective officers hold their positions at the pleasure of the tax-

payers. From the point of view of vote-getting, it is not advis-

able to incur the displeasure of the electorate by invoking the

aid of the law too energetically in collecting taxes.''

In certain states in which the sheriff is tax collector there has

often been particularly great abuse of the tax-collecting perogative.

It has been a common practice of the sheriff' to detach the receipts

of his friends and advance the money so that they may be spared

the embarrassment and expense of being advertised. If the sheriff

has not been paid at the time he is required to make his annual

settlement, he has borrowed against the following year's collections.

Not infrequently when he has finished his term he has been found

'" Xilsson, .\rthur 1-., Properly Tax Dt'liitqueitcy in Ohio, p. 50. unpub-

lished doctorate dissertation, Yale University. 193 1.
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to be thousands of dollars short. Where the fee system is used, the

tax collector often receives such a generous commission that can-

didates are tempted to make heavy expenditures or otherwise en-

cumber themselves to attain the office.

The tax collector is not usually alone in his dereliction. Gov-
erning bodies often extend the collecting period, postpone the date

of sale, or otherwise depart from the legal calendar. Likewise,

sheriffs and county attorneys fail to institute foreclosure proceed-

ings on time and fail to prosecute them with vigor after they are

instituted. Delay and irregularity in the enforcement of the de-

linquency laws naturally encourage delay and indifference on the

part of the taxpayers. There are counties in North Carolina where
it has become a tradition to collect the taxes with completeness and
dispatch. There are other counties just as favorably situated eco-

nomically where a large volume of delinquency is so usual that

delinquency has lost its stigma. The Chamber of Commerce of the

United States in one of its reports states, " Promptness in the ad-

ministration of delinquent taxes does much to eliminate them; to

reduce the cost of administering them ; to minimize the rate of in-

terest on money borrowed to make up the revenue represented by
delinquent items, and, above all, to protect the interests of the

individual taxpayer." ^®

The Bond Buyer states its position very clearly when it says :

^^

" There are undoubtedly a few places in Florida that are

absolutely unable to pay their debts. For the state as a whole,

however, what is needed is a continuous and rigid enforcement

of the tax-collection machinery. Property owners should pay
or forfeit their holdings. Acceptance of bonds for taxes, and
laws extending delinquent dates, removing penalties, or waiving
interest on unpaid taxes, merely reduce the incentive to pay
and prolong the period of bond default. This, of course, is

exactly what the unwilling taxpayer wants."

Continued extensions and a progressive easement of penalties can
hardly fail to have a demoralizing effect on taxpayers generally.

The practices are grossly unfair to those who pay their taxes

promptly and without coercion and are of doubtful benefit to those

they are intended to help. They are primarily devices by which
politicians hope to get themselves reelected to office.

The evidence is thus pretty conclusive that most short-term de-

linquency is due to a faulty collecting practice. Sometimes the

fault is with the law, in that the penalties are too light or too severe,

IS " Assessments," a report of the Committee on State and Local Taxa-
tion and Expenditures, U. S. Chamber of Commerce, ist ed., Nov., 1930,
No. 1515.

19 T/ie Bond Buyer, Aug. 29, 1931.
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in that the date of collection does not fit the income flow of the

taxpayers, or in some respect. More often the fault is not with the

law but the failure to enforce it. This failure, in turn, is often due

to the fact that the collection of taxes and, in the event of delin-

quency, the enforcement of the tax lien, is entrusted to officers

chosen by popular election. It is believed that with a tax calendar

carefully designed to fit both the needs of the government and the

convenience of the taxpayers, with penalties adequate to cover the

full cost of delinquency imposed without deviation, and with en-

forcement entrusted to men free from political obligations, there

would be very little short-term delinquency.

A faulty law or faulty administration also contributes to long-

term delinquency, not only because when a taxpayer gets behind it

is hard to catch up, but because officials are even more derelict in

collecting back taxes than in collecting current taxes. Sometimes

the law is indefinite as to the foreclosure procedure, or as to the

disposition of real estate acquired through foreclosure, thus fur-

ther encouraging the officials to adopt dilatory tactics. Nothing
could be better designed to insure delinquency. However, in the

case of long-term delinquency, leading in many instances to the

loss of one's property, a faulty collecting practice is not the full

explanation. There are usually other and more fundamental causes.

Over-asscsswent. One of the causes of long-term del.nquency

is over-assessment. A property owner will rarely find it necessary

to surrender title to his property unless the taxes threaten to absorb

all or a major part of the expected future income therefrom. Since

normally tax rates do not exceed 2 or 3 percent of actual value,

the tax on a particular property is not likely to be confiscatory

unless the property is disproportionately assessed. It is quite pos-

sible that the current income from a property may be less than the

annual tax levy and yet there be no over-assessment. The basis

for evaluating property for tax purposes is market value, and that

depends on expected future income,—reflected in some cases in ex-

pected appreciation in value.

A property, or class of property, may be assessed at no more
than actual value and still be over-assessed in proportion to other

properties because other properties are assessed at less than actual

value. This inequality in assessment results in some properties

being overtaxed and others undertaxed. If the disparity is great,

the tax on the property which is bearing the discrimination may
easily exceed the total prospective income and warrant the owner
in letting it go delinquent. Of course, if the tax rate is moderate,

slight inequalities in assessment may be borne without causing de-

linquency. It is when inequality in assessment is combined with a

h'gh tax rate that it constitutes an important cause of delinquency.

Deflation in value. Over-assessment may be due to an infrequent

assessment. If property is not revalued annually there could easily
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be, in a time of falling prices, a general and not necessarily uni-

form over-assessment. If the last assessment were equitable these

temporary inequalities would not be illegal. Of course property

owners who are suffering discrimination should receive relief at

the next reassessment. In fact, if there is not an annual assess-

ment, some legal remedy should be provided for property owners

whose property has shrunk greatly in value. When the deflation in

the value of a class of property has been very rapid or very pro-

nounced, the adjustment in assessment is not always commensurate

with the shrinkage in value. Then the continued over-assessment,

combined with the unfavorable economic outlook for that particular

class of property, is a strong inducement to delinquency.

.This explanation holds pretty largely for the increased delin-

quency in the cut-over areas of the lake states in recent years.

After the timber was cut from this land it was either held by the

lumber companies or sold to land companies for subsequent agri-

cultural development. The owners continued to pay taxes on it in

the confident belief that it would later be sold to farmers at a profit.

Since the war it has become recognized that most of this land is

submarginal for agriculture under prevailing conditions, is not

needed for agriculture, and has practically no marketability. Yet

it continues to be assessed as potential agricultural land and far in

excess of its actual market value.

The over-assessment appears to persist because of several reasons

—the fact that much of the cut-over land is held by absentee owners

who find it inconvenient and costly to appear in protest, the fact

that all cut-over land is over-assessed and hence that there is no

wilful discrimination as between individuals, and the fact that the

governing bodies are reluctant to reduce the assessment on cut-over

land because it occupies such a large place in the tax base. They
recognize that even a moderate reduction in the assessment of cut-

over land would involve an appreciable increase in tax rate and

hence an increased burden on the few scattered and not too pros-

perous farms. They are frankly trying to protect and preserve

such settlement as exists. If these settlements, however, have no

sound economic basis, this policy can hardly do more than postpone

their collapse. The failure to adjust assessments to true value tends

to conceal the true tax-paying ability of a political unit and stimu-

lates overspending at a time when retrenchment is needed. If all

property were assessed at actual value, as near as it could be de-

termined, no matter how high the tax rate might soar as a result,

the true situation would be revealed. Then relief might be afforded

through fundamental adjustments such as political reorganization

or a redistribution of governmental functions, and justice m"ght be

done to all.

Over-assessment as a result of deflation is often witnessed in the

case of unsuccessful real estate developments or after the collapse
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of a general land boom. To illustrate: Thousands of lots, pur-

chased at fabulous prices in Florida subdivisions, .have been allowed

to go delinquent since the boom collapsed. As soon as the owners
realized that the speculative value was gone there was nothing to

be gained by retaining title and continuing to pay taxes. Where
extensive public improvements had been made on the basis of fic-

titious values, adding heavy special assessments to the general tax,

the high aggregate tax made the retention of ownership even less

alluring. It is apparent that each loss from the tax base adds to

the burden of those properties which remain, thus tending to accel-

erate the drift to delinquency.

This phenomenon is in evidence wherever there has been an abor-

tive real estate development, or any other land promotion in which

undue optimism has been followed by disillusionment. In other

w'ords, delinquency is an inevitable by-product of deflation, finding

its most pronounced expression in lands which have mainly a specu-

lative value.

A general deflation of property values, such as attends the present

depression, invites tax delinquency for other reasons than the fact

that assessments are not reduced as promptly or as fully as the

shrinkage in value. Even if the assessment is reduced, govern-

mental expenditures cannot be curtailed to as great an extent as the

reduction in the value of property and the income of the taxpayer.

In other words, the tax burden on property increases at a time when
property owners are losing faith in their investment. Discouraged

because of their loss of capital and resentful because taxes continue

to be high, they are in a defiant mood. They express this defiance

by delaying payment of their taxes as long as possible.

In times of depression, many owners of vacant lots, cut-over land,

and other non-income-producing land do not have income from other

sources sufficient to pay the taxes and they are obliged to let it go
delinquent. Of course, they would prefer to sell at a sacrifice

than to lose their whole equity, but the market for such property

is exceedingly dull in such times. It is probable that there is very

little land that would not find a purchaser at some price if the

purchaser could be assured that the land would not be assessed at

more than he paid for it. or assessed at any time in the future at

more than it could be resold for; but he has no such assurance.

Thus over-assessment or the prospect of over-assessment remains a

basic cause of delinquency.

Burdensome special assesstueiits. A great many city lots, partic-

ularly vacant lots, have been driven into delinquency because of the

burdcnsomeness of special assessments. These spec'al assessments,

including the accumulation of interest, often approach or even ex-

ceed the value of the property. Where this condition exists it has

usually arisen because there has been no adequate preliminary
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investigat'-on to determine the amount of existing assessments upon
the lands to be assessed in the particular project and no adequate

estimate of the amount of the proposed assessment. Without such

information neither the legislative body authorizing the improve-

ment nor the property owners in the district can act intelligently.

In a few states legislation has been enacted to prevent the more
serious abuses of this kind. For instance, the 1931 legislature of

the state of Michigan passed an amendment to its Bond Act, pro-

viding that in any one year cities could not sell special assessment

bonds, the par value of which was more than 1 percent of the

assessed valuation ; that the total special assessment debt could not

exceed 5 percent of the assessed valuation; and that no bonds could

be sold if the tax delinquency exceeded 25 percent.-"

Much of the delinquency in any city, but particularly in those

which have suffered from the collapse of a boom, will be found to

be in subdivisions which are unduly burdened with special assess-

ments. Indeed, the chief cause of delinquency in the case of city

property is perhaps the lack of rigid control of subdivisions and
definite limitations to the amount of special assessments that may
be imposed.

In a fever of speculation promoters and developers, after enlist-

ing as much aid from the city as possible, burden property with an

ambitious program o'f improvements. The cost may not be out of

proportion to the current land values, but let the boom collapse,

and the unpaid assessments can easily exceed the value of the prop-

erty, whereupon the owners let the lots revert to the city. Years

later, the unused streets and sidewalks, half concealed by mud and

weeds, remain as mute reminders of undue optimism and help ex-

plain why tax rates do not come down in a time of depression.

The sheer burden of property taxation. While there may be no

statistical evidence showing a correlation between the amount of

tax levy and the percentage of delinquency, it is logical that there

should be more delinquency when taxes are heavy than when they

are light, and such is obviously the case.

It cannot be denied that over a period of several years property

taxes have absorbed a large and increasing share of the income

from farm property. This may be illustrated by comparing the

index of average value per acre of ten leading crops with the

index of farm real estate taxes per acre. These indexes are being

prepared by the Bureau of Agricultural Economics for each state

and geographic division. The comparative indexes for the three

divisions that are now available are given below.

20 Michigan Public Acts of 1931, No. 142.
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Index of Farm Real Estate Taxes Per Acre
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called tax strikes may have been exaggerated, such rumblings sug-

gest the need of a thorough scrutiny of both the objects and pro-

cesses of government. They may be a storm signal presaging a

revolt against the high cost of government, or at least against the

place occupied by property taxes in the general tax system. In

either case, a swelling volume of delinquency is symptomatic of

serious governmental or fiscal maladjustments.

COLLATERAL CAUSES

The committee recognizes that, beyond the strictly legal and ad-

ministrative causes of delinquency are certain other factors of fun-

damental economic and political character which must not be over-

looked, even though their study may lie outside the scope of the

present committee's assignment. Indeed it may be difficult, perhaps

impossible, to adopt and enforce a rigorous and efficient procedure

unless more fundamental wrongs are corrected.

The full solution of the problem of tax delinquency includes (1)

such revision of the whole tax system as is necessary to harmonize

benefit and ability as bases of taxation with each measure of ability

given its proper weight; (2) a reappraisal of the functions and

services of government to determine whether they have expanded

beyond the point of legitimate need and willing support; (3)

changes in the organization of political units, in the distribution of

functions, and in the methods of administration calculated to in-

sure the greatest efficiency; and (4) in addition to these fiscal and

governmental adjustments., correction of such economic ills as grow
out of unwise land utilization.

There is no need to call the attention of this body to the fact that

changing conditions and new problems have developed weaknesses

in the general property tax as applied in many states. So long as

the property tax is itself imperfect, we must not expect to attain

an ideal plan of collection. This topic requires no further elabora-

tion here.

The committee recognizes that increasing attention must be given

to expenditures, which after all are the fundamental reason for

mounting tax burdens. It is well known that of the total of all

public expenditures in this country, approximately 70 percent are

expenditures by state and local governments. iMere exhortation

against large public expenditures is not enough ; responsibility rests

upon students of public finance to make vigorous effort to deter-

mine wherein it may be possible to reduce state and local expendi-

tures without serious injury to the public service. It has been

pointed out many times that reorganization of local government

and reallocation of governmental functions are necessary in the

light of modern developments. This we believe gives distinct

ground for the belief that along these lines lie significant possi-

bilities of reducing expenditures in certain localities.
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Tile committee is also convinced that basic causes of tax delin-

quency in some areas lie, not only in liigli total expenditures and
possibly undue reliance on the general property tax. but also in

unwise expansion of agriculture in these areas where even the

necessary expenditures for public improvements and community life

in general cannot be borne by the economic resources of the region.

The United States Forest Taxation Inquiry will yield information

bearing on this problem. The final report of the Inquiry will ap-

pear in the near future.

The expansion of agriculture into areas economically unable to

support even a minimum standard of public improvements, educa-

tion, and other community enterprises, raises fundamental questions

of land utilization. There is growing appreciation of the need of

reexamination of public policy in this field. That expansion has

been too rapid, partly under the stimulus of unwise public policy,

is gaining definite public recognition. The United States Depart-

ment of Agriculture, in cooperation with other departments of the

government, the Land Grant College Association, and other agen-

cies have given some attention to these matters for a number of

years, and lately have begun a more systematic consideration of land

utilization. Successful formulation and adoption of land utilization

programs would do much toward solving tax delinquency, especially

where farming is being attempted in regions which, now and imder

conditions likely to prevail for many years, are distinctly submar-

gnal for agricultural purposes.

CONCLUSION

The deeper and possibly most important causes of delinquency,

at least of long-term delinquency, are found in excessive public

expenditures and in forms of local government organization and
distril)ution of state and local functions which are archaic and un-

economical. In consequence, the full solution of the problem of

delinquency involves both a revised tax system and a reorganiza-

tion of local governments.

Most short-term tax delinquency, that is deferred payment of

taxes, appears to be due to a faulty collecting practice. The statu-

tory penalties are so light or the enforcement of the law so lax

that taxpayers delay payment of their taxes in order to meet the

demands of more exacting creditors. The laxity of enforcement is

largely a product of a system of popularly elected collectors. When
taxpayers have once enjoyed leniency and as a result owe an accu-

mulation of back taxes, it is especially difficult to get the legisla-

ture to tighten up on the procedure or to forego the waiving of

penalties. Thus delinquency is encouraged by shifting the cost

thereof to the backs of those who pay with promptness and regu-

larity.

Long-term delinquency is of course an evidence of distress on
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the part of the taxpayer, which may be due to adverse economic

conditions or a tax burden so severe as to invite a voluntary or

invohnitary surrender of the property.

There is reason to believe that most taxpayers will pay their

taxes as diligently as they meet their other obligations when the

taxes are not beyond their tax-paying ability, when they are satis-

fied that there is no partiality, when collecting procedure is prompt

and certain, and when the costs of government are not so obviously

inflated. There will always be some people who display an un-

reasoning resentment asrainst any taxes ; but most people are will-

ing to pay their just share of the cost of a necessary public service

that is wisely and prudently administered.

Governments are, or should be, armed with all the powers they

need to collect the taxes which they impose. The powers should

be exercised vigorously and impartially. If they were always so

exercised it is believed that much of the delinquency would dis-

appear. Where it did not disappear or greatly decline it would be

reasonably certain that there were serious economic and fiscal mal-

adjustments which needed attention. In fact, the full solution of

the problem of delinquency undoubtedly involves both a revised tax

system and a reorganization of local government itself.

Legal Procedure in the Collection of Delinquent Taxes

There is little to be found in the bibliography on this subject and

in entering on an untrodden field in which one must seek guidance

from the decisions in the courts and from the reports of tax com-

missions and from various other sources, we do so with consider-

able doubt and hesitation. Perhaps our first inquiry should be

directed to a definition of what is meant by " legal procedure " in

relation to the collection of taxes. In a larger sense, the entire

system of tax collection is directed by law and statute from the time

of the delivery of the tax rolls with the warrant to the collector, to

the time when the final steps are taken in the foreclosure of a tax

lien sold under state authority. In a more limited sense, legal pro-

cedure in tax collection may begin with the issuance of legal pro-

cess such as an execution against the property, a summons and

complaint or the issuance of an order in supplementary proceedings

as upon a judgment to collect a tax, issuance of a warrant commit-

ting a delinquent taxpayer in an arrest proceeding, or a decree

directing the sale of property of a delinquent taxpayer, and the

cutting ofif of the equity of redemption.

Before examining these methods of tax collection by so-called

legal procedure, there are attributes of the tax, or correctly speak-

ing of the assessment, that have an important bearing on the col-

lection of the tax, techn-cal in their nature, that may be considered

separate and apart from these legal processes ; and they have to do

with the legal obligation to pay a tax assessment, with the lien of
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the tax, with the conflicting legal priorities in the payment of de-

linquent taxes. It should he kept in mind that in most cases, a

considerable time elapses between an assessment of the tax or the

process leading up to its valuation for tax purposes and the fixing

of the tax rate or percentage of valuation which each person must
bear as his proportion of the tax burden. During that interval

there may be changes in ownership by reason of the sale of prop-

erty from one person to another or by a sale to a vendee in the

tax-exempt class, or by death, receivership, insolvency, bankruptcy

proceedings, and for other causes. Generally speaking, the taxable

status of persons and property is fixed at the time when valuations

have been completed and when the tax rolls are open for examina-

tion and correction, that is, before '" grievance day " or before the

day W'hen the taxpayers may complain as to the amount or legality

of the assessment. If the owner of property is a resident of the

tax district in which he or it is assessed and the owner's name is

correctly entered on the assessment roll, he is personally liable for

the tax assessed on such property. He is the person to whom the

collector should look for the payment of the tax in the first in-

stance. This is important in distraint proceedings or in an action

to collect the tax. It would be illegal to impose a personal liability

on a non-resident owner. When property is sold or transferred,

after the assessment roll has been completed, but before the tax rate

has been fixed, and before the roll has been delivered to the col-

lector, the owner of the property at the time of the assessment is

liable for the tax. Rnndell v. Lakey, 40 N. Y. 513. In most con-

tracts for the sale of real estate, covenants are provided for the

division of the annual tax or for the payment of taxes not yet

fixed, or if the tax rate is then fixed, it is provided that property

be sold subject to the lien or encumbrances for taxes then existing.

The lien of the tax is the possessory right which the state maintains

in the property taxed until the satisfaction of the tax by the owner.

Since the tax rate is fixed at a given day and time, this is the more
usual provision required in sale contracts and by legislation, muni-

cipal corporations frequently set the day for the fixing of the tax

rate and for determining the liability.

Another subject that has been the cause of much litigation in the

collection of delinquent taxes, is the conflict that arises out of claims

for priority in the payment of taxes. The source of trouble for

some years past, but now somewhat assuaged by recent legislation,

has been the impossibility of making the United States a party de-

fendant in a suit in the state court in a tax proceeding. An ex-

ample in actual practice will best illustrate this : About three years

ago a suit was brought in the city of New York to foreclose a tax

lien of approximately $7,500 on a parcel of property in that city

assessed at $20,000. A former owner of the property had failed to

make federal income tax returns, or to pay his federal income tax
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when levied, and federal income tax liens were tiled against him
for more than ^200,000. Although he was not the owner of the

property at the time the liens were entered by the Internal Revenue
Collector in the United States District Court, the certificates filed

in the amount stated appeared to be liens on the property and con-

stituted a cloud on the title. At that time, there was no federal

law which permitted making the United States a party defendant

in a suit to foreclose a tax lien. Since the party against whom the

foreclosed tax lien was filed was not the real owner of the property

at the time of the filing of the lien, it became necessary to satisfy

the Treasury Department and the Solicitor for the Department of

this fact. This being done, the government tax lien was not can-

celled but was withdrawn from the particular property under fore-

closure and the city tax lien was finally foreclosed. This act

provides that a jud'cial sale made under state judgment where the

United States is a party, shall have the same etl'ect respecting the

discharge of the property from liens and encumbrances held by the

United States as may be provided with respect to such matters by

the state law. Where the United States has not been made a party

defendant, the federal lien is not disposed of. This is so even

where the federal lien is filed after the filing of a notice of pen-

dency of action in the state foreclosure or after judgment therein,

or after sale under such judgment before the delivery of the ref-

eree's deed.

An advantage that a state tax maintains over ordinary contract

debts is its' priority in payment out of the funds of an insolvent

corporation by a receiver appointed in proceedings to foreclose a

mortgage on the company's property. Central Trust Co. v. N. Y.

C. & N. R. R. Co., 110 N. Y. 250;' .V. Y. Terminu-l v. Cans., 204

N. Y. 512; In re: Carnegie Trust Co., 206 N. Y. 398; Central

Trust Co. V. Third Avenue R. R. Co.. 186 Fed. 29. In a case

coming before the federal courts in 1927, it was held that a fran-

chise tax became by force of the tax lien, a lien on the real prop-

erty paramount to all other encumbrances although no warrant was

ever issued for the collection of the tax nor was any levy made
upon the companv's real property. In re : Century Steel Co. of

America, 17 Fed. '(2) 78; see also Marshall v. A^ F.,' 254 U. S. 380.

With th's introductory explanation of legal phases common to

the collection of all taxes, we may now examine into the separate

methods of legal procedure for the collection of taxes in the United

States, to comment on the law regulating the method or procedure

and perhaps to indicate a model plan of tax collection.

The forms of tax collection in the various states are substantially

s'milar, particularly the older forms derived from the Common
Law, and a statement of these forms of collection with a brief

reference to the salient features of each method and such endorse-

ment and criticism as experience warrants, may be useful in arriv-
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ing at our model plan of tax collection. These forms may be

classified as follows

:

1. Collection by virtue of the warrant attached to the assess-

ment roll delivered to the collector.

2. Collection by distress and sale.

3. Arrest.

4. Collection by action for debt, or by other judicial pro-

ceedings.

5. Sale or lease of property for non-payment of taxes.

6. Tax lien foreclosure suits.

1. Collection on Notice through Warrant.

The first form of collection by virtue of the warrant attached to

the assessment roll is the usual mode of collection everywhere and
is not classed under tax delinquency. It is usually done upon notice

to the taxpayer by mail, in writing, or by publication, but notice is

not necessary for its legality. The warrant and tax roll constitute

the process for the collector and the presumption lies in favor of

the regularity of the tax. These presumptions, however, may be

overthrow-n by proof, for there may be a defect in the assessor's

certificate or the assessment roll may be sworn to by the assessors

before the time for completing the same, sometimes the failure to

afiix a seal has been held to be a judicial defect and to invalidate

the warrant.

2. Distress and Sale.

The second method of collecting taxes, which also follows in

order of time, is collection by Distress and Sale. This properly

comes under the head of delinquent taxes because it is not usually

resorted to until after the time when taxes become due and are in

arrears. This method is generally used throughout the United
States and only in a few states of the Union is it omitted. It is

indeed perhaps the most ancient form of tax collection, inherited

from the English Common Law. and it was probably used in col-

lecting the ancient land tax which succeeded the feudal aid of

scutage. It will be remembered, too, that scutage could not be

levied except by consent of Parliament.

Today, in order to permit the collection by distress and sale, the

collector must be armed with a warrant which is his authority for

the seizure and the distress warrant is in the nature of an execu-

tion. Under this warrant, a collector may seize not only goods

and chattels belonging to the persons taxed, but any goods and
chattels in the possession of the taxpayer. By personal property in

possession is meant actual physical possession and not mere legal

or constructive possession, and an actual possession by the consent

of the owner although unaccompanied by any ownership in the
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possessor is a possession within the meaning of the statute. For

instance, personal property mortgaged and after default still in the

possession of the mortgagor is considered in actual possession. The
seizure and sale of such property found in possession of the tax

debtor has been held to be constitutional. Xor is it to be consid-

ered as depriving a person of property without due process of law

or taking private property for public use without just compensation.
' Due process of law " has been held to be complied with by a

proceeding in rem w-hereby a party may be deprived of his prop-

erty without personal service of process upon him or voluntary ap-

pearance. It is sufficient if the res has been seized or attached, or

if it at least is within the jurisdiction.

The remedy of distress not only applies to assessments of per-

sonal property, but distraint of goods and chattels extends to realty

taxes in many of the states. Referring to this ancient and still

common method of collecting taxes at this late date, the court in

State V. Allen, 2 iMcCord 55, thus commented

:

" This method of collecting tax is as well established by

custom and usage as any principle of the Common Law. A
similar practice prevailed in all the colonies from the first dawn
of their existence ; it has been continued in all the states since

their independence, and had existed in England from time

immemorial. Indeed it is necessary to the existence of every

government, and is based on the principle of self-preservation."

3. Arrest. '

Arrest is the third method of collecting taxes and it ordinarily

follows chronologically after distress and sale. It is really a corol-

lary or outgrowth of the collection by distraint. It was authorized

as a means of enforcing the payment of taxes, when the assessment

was made against the name of the owner of the real or personal

property, and resort was had to this remedy when the collecting

officer was unable to find any personal property. Collectors in

serving their warrants under this method have all the powers vested

in constables in the service of civil process, which continues until

the taxes in the list are collected. But the tax collector has no

authority outside the town or tax district in which he has his ap-

pointment to seize the person or property of a resident of the town

to enforce the collection of the tax. The question whether persons

or property are assessable under the statutes is a jurisdictional

question and is always open to inquiry when the authority to make
an assessment is assailed. McLean v. Jephson. 123 N. Y. 142.

The Supreme Court of the United States has laid down the rule

that a state having within its territory property of a non-resident

may hold and appropriate it to satisfy the claims of her citizens

against that person, but that while it had authority to adjudicate as
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to the property and to make valid judgment in that regard, it had
no authority over the person of the non-resident and could not

establish any personal liability against him. Pennoyer v. Neff, 95

U. S. 714. While the remedy of arrest has been abolished in most
states, it still exists in many states. The rock-ribbed and conserva-

tive state of New Hampshire still provides for arrest in case of

non-payment of taxes. The state of Xev/ Jersey provided for arrest

for non-payment of its dog tax. poll tax, or personal tax, but not

for non-payment of real estate taxes. The state of Xew York
abolished the remedy of fine and imprisonment as late as 1897, when
the city of Xew York adopted the Greater Xew York Charter.

4. Action of Debt; Attachment, etc.

The fourth remedy in our division for the collection of taxes is

by action, by attachment, by supplementar}- proceeding or by third

party proceeding. This remedy is cumulative and does not follow

in order of time the previous methods. Generally speaking, the

common-law action will not lie for the recovery of a tax as a debt.

This is particularly so where the legislature has provided some
other method for collecting the tax. It is no defense to an action

brought to collect a tax to allege that the tax was excessive or

erroneous. The burden of proof of attaching an assessment and
the resulting tax is on the defendant, and the defense must specifi-

cally show in pleadings and proof wherein the proceedings were
defective. City of Xctv York v. Mattheivs, 180 X. Y. 42. The
tax roll and other proceedings leading up to the imposition of the

tax are made prima facie evidence of the legality and regularity

of the assessment. There is usually a statute of limitations applied

in such actions and this rule must be strictly complied with. As
this form of collection provides for a judgment in personam it fol-

lows that an action cannot be brought against a non-resident.

Under this heading, we may also refer to supplementary pro-

ceedings to collect the tax. In this case, proceedings may be had

as in all respects, as for the collection of the judgment by proceed-

ings supplementary to execution thereon. In some jurisdictions the

proceeding is commenced by an application of the county treasurer

applying to the court for an order of examination, and if the tax

is collected, it is paid to the county treasurer.

Reference may be also made to a proceeding by the attachment

of debts due to the delinquent taxpayer which is permitted in some

jurisdictions; viz., the state of ^Mississippi provides for such a

remedy. It has been heretofore stated that the remedies mentioned

under this fourth heading are cumulative. In practice they are

not generally employed and lack the peremptory and conclusive

methods of efficient tax collection.
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5. Sales for delinquent taxes.

We now come to the most important step in the collection of

delinquent realty taxes, and that is the sale of lands and real estate

for the non-payment of taxes. A tax sale has been defined as " a

sale made of property proceeded against by the state as belonging

to some one other than itself, in enforcement of taxes due by that

property and its owners." Gulf States L. & I. R. Co. v. Wade,
51 La. An. 251.

Since there is no inherent right in the state to deprive a tax-

payer of his land or property, proceedings for the sale of property

for the non-payment of taxes must rest on a strictly legal or statu-

tory basis and it must appear that all the essential steps have been

taken to vest in the purchaser a legal title to the property. Statu-

tory notice and publication must be complied with by the officer

conducting the sale. A description of the land in the proceedings

should be such that it may be definitely determined and the tax

must actually be assessed and legally levied. All the proceedngs
must be regular and should be matters of record. The list of de-

linquent taxes, a definite description of the property, the time and
place of sale and the certificate or warrant as the authority under
which the officer acts, must usually be stated in the notice. This

notice may be personal, by mail, or by publication, or it may be a

combination of some or all of these forms of notice. The officer

should conduct the sale at a public place, at a reasonable hour, each

parcel should be separately disposed of and in the manner required

by the statute, and the sale should continue from day to day, and
usually so much of the owner's estate shall be sold as will pay the

tax and incidental charges. The procedure of disposing of lands

for the non-payment of taxes is not new. Perhaps its most ancient

form which may be found in the statute books of this country is

that of forfeiture to the state for non-payment of taxes. Under
an old Virginia statute of 1790, if taxes assessed against lands were

not paid by a certain time and after a prescribed notice, they were
forfeited to the state. Under this statute the sheriff was required

to make to the auditor a return, under oath, of all those taxes

which he could not collect by distraint, giving the names of the

delinquents, description and quantity of land and the taxes due.

In case the tax was not paid on this land within three years, the

right to such lands was forfeited and vested in the Commonwealth.
While this Virginia law has been changed and a more modern
statute has taken its place, there are still states in the Union which
have a statute similar in character and effect. In most of the states

the property covered by the delinquent taxes is sold within a cer-

tain statutory period, the deed being recorded in a public office and
redemption permitted within a period of two or three years. Under
this doctrine of the right of redemption, the tax is treated as though

21
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it were a mortgage, and title to the property becomes absolute in

the purchaser within the period of redemption upon the owner's

failure to pay the tax within the time stipulated. In other words,

under this equitable doctrine, the state or county treasurer with

whom the tax deed or certiticate is filed, holds the same merely as

security for the payment of the debt.

There are two general classes or divisions in the sale of delin-

quent realty taxes. The first is that most generally adopted and
perhaps the simplest and least expensive method. It consists of the

sale of the property covered by the delinquent taxes or in the sale

of the taxes. If the property is sold, it is sold for the least quan-

tity of land that would bring the amount of the tax, interest, and
penalties. If, on the other hand, the taxes are sold, it is for the

least amount of interest that was bid by the successful bidder.

The tax collector either issues a deed or certificate for the real

estate, which shall vest a title to the purchaser, if not redeemed in

two or three years as provided by law.

6. Tax lien foreclosure.

The second general form of sale of land for delinquent taxes is

one in which the tax lien is sold by the collector for the least

amount of interest which the purchaser may bid for the amount
of taxes, interest, and penalties due thereon. A maximum rate of

interest is usually fixed by statute, sometimes as high as 12 percent

per annum. The law provides in such cases that the lien may be

foreclosed in the same manner that a mortgage on real property

may be foreclosed. An action is commenced in court, all parties

having an interest in the property or a lien upon it. are made
parties defendant and are brought into court. Unless they appear

and defend and allege any irregularity or illegality and prove it

affirmatively, a good title in fee to the land may be obtained. The
difference between the method of purchasing tax certificates which

may ripen into a tax deed and the foreclosure of a tax lien, may
be said to consist in the care and detail of which it is necessary to

follow in the foreclosure of a tax lien. Under this procedure, if

any one claims that there is anything wrong with the proceedings

which led up to the tax sale he must prove it affirmatively. Every-

one that has any interest in the property, no matter how slight it

may be. must be made a party defendant and must be served per-

sonally, or if he cannot be served personally, the reasons therefore

must be proved to the satisfaction of the court. If there are in-

fants, incompetents or non-residents, special procedure is provided

by statute by which their rights are protected. There is. however,

this draw'back to the tax lien foreclosure proceeding, and that is

the expense and the amount of time that is necessarily involved in

prosecuting such an action from its initiation until a final decree

of foreclosure is rendered. In a recent tax lien foreclosure suit in
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the city of New York, there were nearly one hundred defendants

who were heirs, legatees, lienors, mortgagees or otherwise interested

in some way, directly or contingently, in the property under fore-

closure. It took more than a year to ascertain all the names of the

defendants and to serve them. It cost more than five hundred
dollars to advertise against the unknown heirs and to give the neces-

sary notice of sale to non-residents and residents. The referee's

and auctioneer's expenses in selling the property were nearly two
hundred dollars. The attorney's fees were not less than two thou-

sand dollars. This is not an unusual illustration. It will therefore

be seen that unless the property is of a valuable character, that this

form of tax sale proceeding is not suitable or adapted to agricul-

tural communities where the property is of uniformly low value.

There is, however, this advantage under the tax lien foreclosure

proceeding that the purchaser obtains a title which cannot be

attacked and secures a property which may be mortgaged and which
a title company will insure.

There are modifications of these two general systems in some of

the states. For example, in some states delinquent tax properties

are leased for a number of years to the highest bidder for the

amount of the taxes. In other states an execution issues against

the property itself for the tax and it may be sold by virtue of the

execution. In some cases, too, the property becomes forfeited to

the state. Under the New York City system of foreclosing tax

liens, whenever no offer is made for the taxes and the taxes are

bid in by the city at 12 percent, after a reasonable interval, upon

the certificate issued by the comptroller concurred in by another

city official, and upon due notice and publication thereof, the taxes

are then offered at a lower value than the par or face value and

by competitive bidding the taxes may be sold at 12 percent. This

may be repeated until a price is arrived at which taxes are sold to

a competitive bidder. In this way, theoretically all the delinquent

taxes may be sold.

The committee has begun work on a table or schedule showing

for the various states the methods of collecting taxes, specifying in

detail the tax unit, the tax interest and penalties, methods of en-

forcing delinquency by distress and sale ; by arrest, by action for

debt attachment, etc.. by the sale of the property with the period

of redemption in each case, and by the more recent methods of

foreclosing the tax lien through a suit in equity. The first draft is

being submitted for revision to correspondents in all of the states.

As finally revised, this schedule will be offered for publication at a

later time.
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Recommendations, Including a Tentative Draft of a

IMoDEL Tax-Collecting Procedure

It seems to this committee that, in the interest of economy, jus-

tice, and a h'glier respect for government on the part of the citizens,

as well as for the purpose of making possible the orderly conduct

of government through prompt receipt of revenue, the procedure

for the collection of taxes should be made as simple, regular, and

undeviating as possible. It is unfair to those taxpayers who pay

promptly and without coercion to be compelled to pay for the de-

linquency of others. It is unfair to those who are negligent to be

encouraged in their negligence or to those in adverse circumstances

to be falsely reassured by lenient practice. Taxes are to most people

onerous; they are frequently burdensome. They would be less

onerous and less burdensome if it were universally recognized that

they were being collected at the lowest possible cost and that no

one was rece'ving favored treatment, and if the time of collection,

while reasonably adjusted to fit the income flow of the taxpayer,

were nevertheless fixed and certain.

Barring extreme circumstances such as loss of income through

crop failure or similar causes, kindness is rarely done to a negligent

or distressed taxpayer by permitting his taxes to accumulate. The
practice only intensifies his difhculties, and at the same time creates

embarrassing problems for the government. The taxes must even-

tually be paid, and if the taxpayer is solvent he should obtain credit

from other sources than the government. If he is really insolvent,

the government should -know the fact, and failure to sell his prop-

erty will not save him from foreclosure to meet his obligations.

There are of course times when a solvent taxpayer is temporarily

without liquid assets and would be willing to pay a high rate of

interest to get his tax payment deferred. Ordinarily other avenues

of credit should be open to him, but to meet all possibilities the

government should probably permit some extension in the payment

of the tax on real estate. The extension might apply to the tax on

both real and personal property if the land value were sufficient to

justify it. Under conditions prevailing in many states, the exten-

sion should not exceed one year. If the taxpayer cannot raise the

amount of the tax within a year, there should be an easy method

of transferring the property. In other states, however, economic

conditions including natural hazards affect'ng the flow of income

may necessitate a redemption period longer than one year. In any

event, the period should not be unduly long, and it should be reason-

ably adjusted to factors afYecting the flow of income so that the

limitation on redemption may not impose unreasonable hardships

on taxpayers subjected to hazards likely to occur from time to time.

This need not interfere with the central purpose of our recommen-

dation, namely, that procedure leading to ultimate loss of title be-
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cause of tax delinquency should be clearly defined, with specific

time limits definitely enforced.

The procedure in collecting property taxes should not be any
more severe than in the case of collecting income taxes. Due con-

sideration should be given to differences between income taxes and
property taxes in their relation to hazards affecting income. There
are indeed considerations which require special grant of time for

payment of property taxes, as where there is temporarily no income.

But neither the taxing jurisdiction nor the taxpayer should be led

into the practice of substituting tax liens for tax payments. It is

true that in the case of landowners, the land stands as security,

but so does it if the credit is obtained from other sources. The
taxing authority should not pursue an indefinite and lax policy of

tax collection that would lead the taxpayer to take it for granted

that the government will in eft'ect act as a credit agency to carry

him over a period of temporary inability to pay his taxes or to serve

his convenience when he may want to use his funds or credit for

some purpose other than the payment of taxes due.

The attention which this report devotes to the means for secur-

ing a prompt and certain collection procedure should lead no one to

infer that the committee has been interested solely or even chiefly

in the problem of securing the revenues of the public bodies con-

cerned and has assumed a hard-boiled attitude toward the unfor-

tunate taxpayer. The reverse is the truth. In the opinion of the

committee, the most serious aspect of the whole problem of tax

delinquency is the danger of wholesale confiscation of private prop-

erty as the result of bad tax laws improperly administered. Atten-

tion has been given to these matters in other parts of this report.

Loosely-drawn tax laws and laxity and procrastination in collection

are, in the long run, no kindness to the taxpayer. Both taxpayer

and government should profit from a better collecting procedure.

It therefore seems to this committee that the cause of good gov-

ernment would be served and benefit would accrue to all groups of

taxpayers if a procedure could be adopted that would cut through

the maze of tradition, historic safeguards, and legal technicalit'es

that now confuse and delay tax collections and that would provide

a single course that is short and clear and certain. The committee

is fully aware that the formulation of a model plan of tax collection

is an ambitious undertaking and that the plan which it presents

herewith can presume to be nothing more than a preliminary and

tentative sketch, the purpose of which will be accomplished if it

furnishes a focus for discussion and conference and so serves as

the first step toward ultimate reform in th"s troublesome phase of

state and local taxation.

The plan which the committee presents is based upon certain

basic principles, of which the following should be especially em-
phasized :
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The vvliole business of tax payment should be promptly brought

to detin'te termination, by payment or foreclosure and transfer of

clear title, rather than allowed to drag on by sale of liens, certifi-

cates, deeds, etc., with long and indefinite periods for redemption.

The sale should be sale of the property itself and not sale of a tax

certificate or lien.

The law should specifically state that there shall be no extensions.

Collection should be concentrated in the county, city, or corres-

ponding jurisdiction.

The collecting officer should be appointed, not elected. The fee

system should be abolished.

A local bank or some other local agency should be appointed as

local receiver where required by convenience of the taxpayers.

Tax bills should be sent to every ta.xpayer.

A tax bill should be prepared for each p'ece of real estate and

one for the personal property of each owner. Where convenient,

the bills of each taxpayer should then be combined.

The taxes of all jurisdictions should be combined in one bill.

Taxes and special assessments on real estate should be a lien on

the particular parcels of real estate. Seizure of personal property

to sat'sfy real estate taxes should not be permitted.

Personal property taxes should be a debt and represent a claim

against any property, real or personal, of the taxpayer, subject to

limits of jurisdiction.

Payment of taxes in installments should be permitted (either

semi-annual or quarterly). The committee recognizes that there is

danger of loss in case of personal property, which may be sold,

removed from the jurisdiction, or destroyed, and is prepared to

modify this recommendation by limiting the installment privileges

to real estate only or to personal property the owners of which also

own real estate.

The following procedure is proposed as a concrete illustration of

the plan recommended without implying that these particular dates

need be adopted. The assumption is that the fiscal year of the state

and all subordinate jurisdictions begins on July 1.

1. The assessment of property and the preliminary draft of the

budget should be completed and a tentative ta.x rate fixed prior to

iMay 1. Public hearings should be held on the proposed budget

during the first three weeks of iMay.

2. The final budget should be adopted and the ta.x levy fixed not

later than the first of June.

3. The work of preparing tax bills should be commenced imme-

diately thereafter, and tax bills should be sent out to all taxpayers

as soon as possible and not later than July 1. All taxes of all

jurisdictions on each parcel of real property and on personal

property should be consolidated into a s'ngle bill and payable at a
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single office. The tax collector in a rural county should be ap-

pointed by the county manager or other chief financial officer of

the county if there is one, otherwise by the county board. The tax

collector in an urban county should be appointed jointly by the

city and county managers, finance officers, or boards. In no case

should the office be filled by popular election. The collector should

be required to furnish a security company bond. This should both

protect the government from loss and limit the appointment of col-

lectors to men capable of furnishing such bond. A personal bond
should never be accepted on account of the reluctance of officials

to proceed against such a bondsman.
4. The full tax, if the amount is less than SIO.OO, or the first

installment thereof if the amount exceeds SIO.OO and installment

paying is permitted, shall become delinquent if unpaid before

August 1, and on August 1 a penalty equal to 5 percent of the

amount due shall be added. Provided : the minimum penaltv shall

be $1.00.

5. Those permitted to pay their taxes by installment shall be

subject to no interest if they pay each installment before the end

of the installment period—that is, in the case of quarterly payments,

before August 1. November 1, February 1, and May 1. If a tax-

payer defaults in meeting any installment, the 5 percent penalty,

computed on the total portion of the tax then due, shall be added.

In addition to the penalty, interest shall be computed on the tax

(exclusive, of the penalty) at 1 percent per month or fraction

thereof. Any time after August 1 the tax collector shall have the

right to seize and sell tangible personal property sufficient to cover

the full tax if the real estate value is being dissipated by logging

operations, the removal of buildings, or otherwise.

6. Prior to August 1, which date is one year after the first in-

stallment shall have become due. there shall be prepared a list of

the real estate delinquent for taxes and application made to the

court for permission to foreclose as in the case of a mortgage.

Moreover, letters of notification announcing a foreclosure sale on

October 1 shall be prepared for mailing to all those with recorded

equ'ties in parcels of land against which there are delinquent taxes.

On August 1 these letters of notification shall be sent out by

registered mail. For three successive weeks prior to October 1. the

list of delinquent lands shall be published in a paper of wide circu-

lation in the county or city in which the property is located, the

last publication being at least five days before the sale date. The
advertisement shall give the location, the legal description, the

ow^nership, and the minimum bid that can be accepted. The cost

of the advert 'sing and notification shall be included in the costs.

If any registered letter is not delivered, a personal summons shall

be served and the charge thereof included among the costs.

7. On October 1 a foreclosure sale shall be begun and continued
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from day to day. All parcels shall be offered except those for

which the required notification has not been completed. No bid

will be received in an amount less than the total of all taxes due
(including those of the current yearj, interest, penalties, and costs.

In case installment paying is permitted, the taxes of the current

year shall include only the installment due, and the penalty and
interest on account of current year's taxes shall be based on in-

stallment due. If all delinquent taxes, together with the interest,

penalties, and costs, amount to less than 25 percent of the assessed

value of the property, the owner shall be given the option of having
offered such portion of his property as he desires, provided that if

no bid is received for such portion sufficient to cover the entire

tax claim the whole property shall be offered. The purchaser at

the tax foreclosure sale shall receive a deed similar to that which
would be obtained if property were acquired at any other mortgage
foreclosure sale, except that in this case the former owner or

mortgagee shall have six months to redeem or bring suit for error.

Any sum paid by a purchaser over and above the amount of the

delinquent taxes (including those of the current year), plus in-

terest, penalties, and costs shall be returned to the owner. Mort-
gagees, having been notified, must be present or represented at the

sale, to protect their interests. Any political jurisdiction having an
equity in the tax claim shall have the same right to bid as an indi-

vidual. If no bid is received equal to the minimum, there should

be a procedure whereby title to the property passes to some political

jurisdiction, presumably the one economically most suitable to hold

such property (not necessarily the one with the largest tax lien).

Other jurisdictions should receive suitable reimbursement for their

tax claims. The committee is not yet prepared to suggest the best

procedure. The chief point is that the whole matter be definitely

settled with clear title transferred to state, county, or municipality.

The foreclosure sale shall be conducted by the proper county or

city officials without additional compensation.

Delinquent properties which cannot be foreclosed at the October

sale for the reason that it has been impossible to notify all those

having an equity therein shall be sold at the next regular sale after

notification has been achieved. Tax foreclosure sales shall be held

regularly on October 1 and April 1.

The procedure described above may be clarified by the following

hypothetical example:

Prior to iMay 1, 1932 —Property assessed at $10,000.

June 1, 1932 —Tax rate fixed at 1 percent.

On or before July 1. 1932—Tax bill ma'led. Tax $100.

Assuming that the tax. payable in quarterly installments, becomes
delinquent and the property is sold October 1. 1933, the computa-
tion to determine the minimum bid is as follows:
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1932 tax $100.00

Penalty (added August 1, 1932; 5.00

Interest on $100 August 1, 1932 to October

1, 1933 at 12 percent 14.00

Costs of advertising, uotificat'on, and sale

( assumed ) 2.00

Total 1932 tax charge $121.00

1933 tax (first quarterly installment) $25.00

Penalty (added August' 1, 1933) 1.25

Interest on $25 August 1, 1933 to October

1, 1933 at 12 percent 0.50

^Minimum bid to satisfy tax claim. . 8147.75

8. Within thirty days after a property has been sold at a tax

foreclosure sale, all those having recorded equities therein shall be

notified again. Any such holder of an equity may within six

months after notification redeem the property by paying the pur-

chase price plus interest at 12 percent per annum to the time of

redemption, or start a suit for setting aside the sale because of

error. If at the end of six months after such notification the prop-

erty has not been redeemed and no suit has been started or sus-

tained, the deed received by the purchaser shall convey absolute

and irrevocable title. When the state or city has acquired prop-

erty through this procedure, it may dispose of it as any other

public property or use it for its own purposes.

It is recognized that the plan here outlined may in some situa-

tions appear too severe. In particular it may be felt that the time

allowed before loss of the taxpayers' property is too short, as in

case of a period of depression such as the present. Where such

opinion prevails, the period could be extended. Such extension,

however, should be in the time allowed for redemption, rather than

in the time before foreclosure.

The committee's plan, it should be noted, is intended for normal

conditions. Its immediate introduction in a time of depression

such as the present would require considerable adjustment in the

direction of leniency in case of delinquency of long standing and

heavy accumulation.

Fred R. Fairchild. Chairman
T. S. Adams

J. Roy Blough
Carl H. Chatters
Ralph T. Comptox
Eric Exgluxd
K. K. Kenxax
Fred W. iMoRRisox

iHEXRY M. Powell
Pal'l W. Wager
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Henry F. Long (Massachusetts j : Mr. President, before Pro-

fessor Fairchild leaves the room I would like to make these obser-

vations. You may not want to adopt them ; and you may also have

covered what I am going to say in your reports. It seems to me,

Professor Fairchild, at the last part of your proposal, where you

spoke with respect to title being taken by either the tax-title buyer

or the town, that you overlook what I think is a very substantial

weakness in the assessment of property locally, where it is not

always intelligently done, and that is in respect to the clear descrip-

tions of the property, because in most states there is the poss.bility

of taxing either to the owner who may be an owner of record, in

respect to the registry of deeds, or an owner of record in respect

to the devolution of property, which can be found through the

probate tourts; or an owner of record who has taken a lien in a

prior year. And, there is also a provision in many states that you

can tax the occupant or person who is operating the real estate

under a lease. Xow. I doubt very much if there is any state con-

stitution in the United States that will permit the taking of prop-

erty without some protect'on; and undoubtedly the due-process

clause of the United States Constitution would protect; and it

seems to me that that is a point that the committee ought to have

in mind.

Xow, the second consideration that I think ought to be had firmly

in mind by the committee— a question which they may have already

considered— is that presumptively every jurisdiction only raises by

valuation of property and tax levy sufficient money to take care of

current needs. Xow, in the absence of collecting all of that money

within the current period, there is constituted what we speak of

generally as a revenue deficit. It seems to me. in line with bring-

ing to the attention of your citizens the tendency into which they

are drifting, because of tax delinquencies, that there should be a

definite requirement that on the succeeding period of assessment

there should be an assessment which would take care of that reve-

nue deficit, caused not by a collection of the tax but caused by the

substitution of that for a tax levy.

Xow. a third thing which is proposed—and I think I am getting

increasingly unimportant in respect to these suggestions—is that the

collector of taxes admittedly, as you suggest, should be elected in-

stead of appointed, and he should also be required to furnish a

surety company bond, as we do in iXIassachusetts—because of neces-

sity I speak from my own experience—because there is a second

assistance to the community. First, there is the assistance that you

would require to appoint a collector who was capable of getting a

surety bond, and by all means there should be avoidance of a per-

sonal bond, because there is always local resistance to bringing

suits against your neighbors who have voluntarilv gone on the

bond; and you will get better collection of taxes. There should be
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a surety bond not only for the faithful performance of the duties

of the collector, which would insure that he did all of these tilings

that you suggest he does, promptly, but also in respect to his hon-
esty in turning over the funds that he collects to the necessary

people, whether it is the treasurer, or whoever it is in the jurisdic-

tion to whom he shall turn over his money.
The other thing I have in mind is a combination of two things,

and they are really, I think, covered in the general statement in

respect to over-assessment, and that is the matter of abatement and
exemptions. Now, there have been a great many pieces of property

in this Union, and more particularly in the last five years, or per-

haps ten years, as exemplified by Florida, where absolutely waste
land, not worth ten cents an acre, has been cut up into lots, and
pictures have been drawn up through the imagination, and there

have been sold to people from New Haven and from Wisconsin
and from Boston various parcels that were going to develop into

enormous tracts. Now, we have seen those sold, and I think there

should be some checkup, in respect to those abatements, which were
definitely known to be coming when they put on these assessments,

that is, over-assessment.

Another one is the matter of exempted property. The assessors

very frequently, perhaps without knowing it, put on property that

will be exempt for one of two causes, either because it may be

under the ownership of the kinds of institutions that do work which
but for their doing the jurisdiction might have to pay tax, like an

educational institution or like a church, like a park or something

of that kind; and in addition those that operate, in most of the

states of the Union, under the property clause where they are totally

unable to contribute toward public charges; or under some of the

other exemptions which it has seemed necessary for the state from
time to time to develop in their particular tax structure. It seems

to me that those things ought to be emphasized, because it occurs

to me that there are two major points that may well be considered,

first, a checking-up through this matter of delinquency to insure an

intelligent, well-valued assessment in the first instance, and then

the second thing, to protect the community against revenue losses,

whether through dishonesty or for any other reason.

Chairman Edmonds : The discussion of this most interesting

report will be led by M. Slade Kendrick, of Cornell University.

M. Slade Kendrick (New York) : Mr. Chairman, Members of

the Conference, Ladies and Gentlemen : I have wondered much whv
I was chosen to discuss this report, for I certainly know very little

about tax delinquency, but now, in Professor Fairchild's remarks
about values, and some other things, I have a real clue for the

first time.
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DISCUSSIOX OF REPORT OX TAX DELIXQUEXCY
M. SLADE KENDRICK

Asst. Prof, of Rural Economics.
Cornell University

In opening this discussion, a word of appreciation of the com-
mittee's report is in order. The problem of tax delinquency is

indeed baffling because of the absence of enough reliable data con-

cerning it. But in spite of the lack of good statistics and the

presence of bad statistics, this committee has prepared a good, well-

rounded report. For this accomplishment, it deserves our thanks

and congratulations.

The committee finds tax delinquency to be a widespread and a

rapidly growing problem. It lists five causes as chiefly responsible

for this problem: faulty collecting procedure; over-assessment; de-

flation in value; the sheer burden of property taxation; and bur-

densome special assessments. As a remedy for the first cause, it

suggests an improved collecting procedure and submits the prelimi-

nary draft of a model procedure. For the other causes, the com-
mittee recognizes that the remedy lies in more fundamental things.

It says that a full solution of this problem will include some re-

vision of the taxation system; a re-appraisal of the functions of

government; changes in the organization of political units; and
finally, correction of the evil of unwise land utilization.

I agree with the committee in emphasizing the fundamentals of

this problem. Therefore, my remarks are directed to those aspects

of it. In saying this, I do not belittle administrative reform in tax

collection. Rather, I intend to discuss those phases of the problem

which appear to me of greater importance.

The property tax as measured by revenue yield is approximately

half of American taxation. From 4^^ to 5 billion dollars of prop-

erty taxes is collected annually in this country. This enormous

sum is levied on the cap'tal value of the property taxed.

These two facts, the size of the property tax levy and the capital

value basis of assessment, make inevitable a problem of tax de-

linquency.

The size of the property tax levy, when related either to the

income or to the value of the propertv taxed, means a high rate

of taxation. Such a rate means that in all years some taxpayers

cannot make their payments on t'me and that some never can pay.

In a period of depression, it means that more taxpayers fall in the

non-paying group and that the problem of delinquent taxes plagues

the administrator most at the very time when the need for revenue

is greatest.

These efifects of heavy property taxation on tax delinquency are

aggravated by the basis on which property 's assessed for purposes

of taxation. Property is assessed on the basis of capital value.
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Capital value, whether defined as fair value, sale value, true value

or otherwise, is nothing but the market expectation of future in-

comes to be realized. It is the present worth of d'scounted future

incomes. Like any other human expectation, that which justifies

the present value of an item of property may be realized or it may
not. And this holds true however expert the assessor may be.

Thus from the very nature of the capital value concept, some prop-

erty will be overassessed and some underassessed. And, as the

committee has pointed out, over-assessment leads to delinquency.

But, in addition to inequalities which exist irrespective of differ-

ences in kind of property assessed, the cap'.tal-value basis of assess-

ment makes for serious inequalities between properties that differ

in kind.

Significant among inequalities of th's type is that between good

and poor farm land. Dr. G. F. Warren of Cornell University, in

commenting on the tendency to undervalue good land relative to

poor or to overvalue poor land relative to good, has remarked

:

' Agricultural surveys in nearly all the states in the Union show

that in prosperous regions, labor incomes, hired men's wages, school

teachers' wages, taxes, tenants' profits are higher than in poor

regions and that land prices have not discounted the entire extra

productive ability of the land." ^ Excellent illustrations of the

second division of this generalization the one relevant for consid-

eration here, are offered by survey records of farming operations

in New York. For example, a comparison of data from survey

records of 2593 farms in 21 poor regions with data from survey

records of 2713 farms in 23 good regions of this state over a ten-

year period, 1907 to 1917, showed that an average return of 5.3

percent was received on capital invested in poor land and one of

7.5 percent on capital invested in good land.- Clearly the price of

the poor land should have been lower, or the price of the good land

should have been higher to equalize the returns from investment in

these lands. A more striking illustration is afforded by survey data

collected by Professor G. P. Scoville of Cornell University in an

exhaustive study of farm income and costs in a fruit region. In

a comparison by soil types of the returns from fruit growing, he

found that if a fruit grower had to choose between paying $286

an acre for 127 acres of good fruit soil or $158 an acre for 109

acres of poor fruit soil, he should buy the good soil and should

continue to buy it whatever the reduction in the price of the poor

soil. For in order to make opportunities equal on these soils, the

^ Warren, G. F. Stencil 3468. Dept. of Agr. Economics and Farm Man-
agement, Cornell University, Ithaca, X". Y. The italics are added by the

writer.

- Warren, G. F. Stencil 3467. Dept. of Agr. Econ. and Farm Manage-
ment, Cornell University, Ithaca, X*. Y.
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buyer of the poor soil should receive his 109 acres free and in

addition siiould be given $10,000 in 5 percent bonds."

Under a capital-vakie basis of assessment, this over-valuation of

poor land relative to good results in its over-assessment and there-

fore in its over-taxat-on relative to good land. This over-taxation

contributes to the problem of tax delinquency.

Other defects inherent in the capital-value basis of assessment

might be given and related to the problem of tax delinquency.

But the defect indicated should make the point, and there is small

use in wasting words.

In conclusion, if we are to continue public spending on the

present scale, I think that we must choose between enduring the

evils of a considerable tax delinquency or making certain funda-

mental changes in our taxation system, whereby less revenue would

be obtained from the property source and that on a d'.fiferent basis

of assessment.

Ch.\irmax Edmonds: The discussion will be cont'nued by Mr.

Frank F. Davis, of the Board of Tax Commissioners of Rhode

Island.

Edward L. Leahy (Rhode Island): ]\Ir. Davis is not here but

I have a very short paper written Ijy him. and if it is the desire

of the conference I will present it.

Chairman Edmonds: Judge Leahy of Rhode Island.

Edward L. Leahv: ^Ir. Chairman. Ladies and Gentlemen of the

Conference: In 1931 the Rhode Island legislature created a com-

mission to examine the matter of the revision of the collection laws

of the state of Rhode Island. Mr. Davis, a member of the Rhode

Island Tax Commission, is chairman of that special commission.

The work of that commission related almost entirely to a revision

of the collection laws, and its work did not involve a consideration

of the causes of delinquency, to which phase of the subject the

committee headed by Mr. Fairchild has devoted so much attention.

This paper by Mr. Davis, who unavoidably is absent, relates en-

tirely to the proposal of that Rhode Island commission in regard to

revamping our collection laws. That be;ng so. I do not know that

it has any particular importance at this time in connection with a

discussion on the report of the general committee, which you have

just heard. Mr. Davis, at the tme he prepared this, did not have

the benefit of the report of Mr. Fairchild's committee, and evidently

Mr. Fairchild's committee did not have the benefit of Mr. Davis'

report, because there is apparently some conflict between the recom-

mendations of the committee headed by Mr. Davis and the com-

m'ttee headed by Mr. Fairchild relating to the matter of collection.

3 Scoville, G. P., "The .\pp\e Situation in New York," Cornell Univ.

E.\t. Bui. 172, 1928, p. 10.
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We have in Rhode Island the system of a sale of real estate for

non-payment of taxes. The new commission proposed to change
that system by substituting the lien system, the sale of tax liens.

As I understand Mr. Fairchild's report this morning, his committee
recommends not the lien system but an out-and-out sale of the prop-

erty itself. Now, there may be, as I say, some conflict between
what the committee recommends for Rhode Island and what this

committee on delinquency recommends as a model system for the

entire Union. Mr. Davis' paper is as follows

:

DISCUSSION OF THE REPORT OF THE COMMITTEE
ON TAX DELINQUENCY

FRANK F. UAVIS

Secretary, Rhode Island Board of Tax Commissioners

In discussing the report of the committee on tax delinquency I

shall devote the few minutes allotted to me to a brief recital of the

attempt made in Rhode Island this year to approach this problem

through a revision of the tax-collection laws. The proposed re-

vision was pigeon-holed in legislative committee—probably because

it contemplated a too complete overhauling and rearrangement of

the archaic tax-collection machinery today, almost identical with

that which has existed for seventy-five years.

The necessity for an overhauling, long recognized by local assess-

ing authorities and collectors, found legislative expression in 1931

in the creation of a commission of three to draft and report in 1932

a revision of the tax-collection laws. To this commission the Gov-

ernor appointed three members of the bar, with a member of the

State Board of Tax Commissioners as chairman. Notwithstanding

the disfavor with which the legislature received its report, this

commission believes that its proposals, drastic though they may be

considered by some, and incomplete and imperfect though they may
have been in detail, would have gone a very long way in the direc-

tion of simplifying the work of collectors and in clearing the

obstacles encountered under the present law in attempts to sell real

estate for unpaid taxes.

The commission proposed to substitute for sales of real estate or

fractional parts thereof, sales of liens for the amount of taxes due.

It was believed by this means that bidding would be encouraged,

as the purchaser instead of acquiring an indefinable something

which he could neither use nor dispose of. would acquire an equity

not unlike a mortgage in some respects which he could turn into

cash, which would carry an attractive rate of interest if retained,

and which could be redeemed upon payment of the amount of the

encumbrance with interest. It was also believed that grave diffi-

culties in the way of transferring property in which tax titles are
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involved would be removed, while preserving to the taxpayer his

full ownership and control of his property, subject only to the

lien; also that making the purchase of liens reasonably attractive

and safe for an investment would stimulate the prompt payment of

taxes, in either of which cases the collector would be able to close

his books without the protracted delay now unavoidable.

There is in Rhode Island a continuing accumulation of defective

land titles as a result of tax sales of real estate. The law requires

so much of the collector in the matter of the service of notice of a

sale to all parties in interest, resident and non-resident, known or

unknown, that there is a constantly growing list of properties on
which taxes are overdue but which remain unsold because notice

cannot be given as required by law. Also title-searchers have been
unwilling to give a certificate of title in cases v.here tax deeds are

involved, and where they are unable to satisfy themselves that all

steps necessary for a legal tax sale have been taken. They have
felt for a long time that the legal provisions for returns made by
collectors in cases of sales are wholly inadequate. The collector is

required to make a return of all his proceedings under oath into

the town clerk's office within ten days after sale, which return shall

be evidence of the facts stated therein; but the facts manifestly

must be set forth w-ith sufficient completeness to satisfy title-search-

ers, and if any steps are omitted in the return the title-searchers

balk at pass'ng title. This attitude of the title-searchers is con-

tributed to by the fact that the statute is silent as to the details of

the return required from the collector. The uncertainty as to notice

to all parties interested where there are heirs-at-law and parties

residing outside the state also is too great.

The commission believed that all these difficulties could be re-

moved if the tax encumbrance, rather than the real estate itself,

were to be sold in the form of a Hen and the lien to be recorded,

with due provision for protection of all parties in interest through

adjudication by a judic"al tribunal, with the opportunity for their

day in court in accordance with equitable principles.

To quote from the commission's report :
" Nothing more than

public notice should be required of a tax collector who is at most
only an administrative official. His only concern should be with

the collection of revenue and his duties made as simple and effec-

tive as possible. To compel h'm to give the notices required under
the present law. which are not only frequently difficult but many
times impossible, is an unnecessary burden. To el minate this

requirement will, moreover, command greater cooperation from
encumbrancers, who should not entirely escape all obligation of

seeing that taxes due from property which is the basis of their

security are paid. An encumbrancer's responsibility should be co-

extensive with his security."

The act presented to the legislature for carrying the commis-
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sion's recommendations into effect imposed upon the collector the

simple requirement of mailing a notice to each person assessed at

the address on tile in the office of the assessor; where no address

had been filed by the taxpayer the notice could be omitted; fur-

thermore failure by the collector to send, or by the taxpayer to

receive notice would not affect any proceedings for the collection

of the tax. In commencing proceedings for the enforcement of the

lien the collector would have to advertise his intention to sell tax

liens in accordance with a prescribed form. Two months there-

after the collector would offer such liens for sale by advertisement

for the amount of the tax, plus interest due and the costs of sale,

accept the bid of the person first tendering the full amount thereof,

and execute and deliver to the purchaser within ten days a tax lien

certificate, also in accordance with a prescribed form. Provision

was also made in the act that if such tax lien certificate was not

left for record in the land records of the town within sixty days

the lien should be deemed to be discharged. Liens remaining un-

sold after thirty days, it was also provided, could be transferred by

a tax lien certificate to the town, thereby conferring upon the town
the rights and duties of a purchaser. Tax lien certificates were to

bear interest of twenty per centum per annum, were to be made
assignable, and the owner, whether a person or a town, would have

the right after two years and within five years to foreclose by a

bill in equity. It was provided that any lien could be extinguished

before foreclosure by payment to the collector of the amount due

plus two dollars ($2.00) for recording fees and a certificate of

payment. Foreclosure proceedings were to follow the course of

equity and entitle the owner, including a town, to a decree for the

sale of absolute title to the real estate, under the supervision of the

court, free from all encumbrances except easements and restric-

tions.

The collection of personal property taxes also received the atten-

tion of this commission, which made provision for the collection

of personal property taxes by suits-at-law. Where defendant had
no real or personal estate sufficient to satisfy an execution the col-

lector was directed in the act, before committing him to jail, to

have him produced in court for examination. If the court found

him able to pay in full or by partial payments, an order was to be

entered fixing the time, place and amount of such payments out of

his income, first allowing him a reasonable sum for support ; failure

to comply with such order would const'tute cause for citing him
for examination, subject to contempt where good cause for non-

compliance was not shown. Imprisonment for or upon execution,

it was provided, would not operate in any degree as payment or

satisfaction of the judgment.

It is estimated that there are some $5,000,000 outstanding in un-

22
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pad taxes in Rhode Island. Notwithstanding this, and all the

seemingly sound arguments that could be advanced in advocating

a change, the attempt to apply the lien theory in Rhode Island has,

for the time being at least, proven futile.

Chairman Edmonds : The discussion will be continued by Mr.

C. E. Rightor, of the Detroit Bureau of Government Research.

C". E. RiGHTOR ( Alichigan) : Mr. Chairman and Members of the

Conference: Briefly I have only commendation for this report,

which is an initial one on this sul)ject. The report well suggests

the need for defining the term " Tax delinquency," and for a

uniform terminology, and then for systematic reporting of delin-

quency, preferably by a state agency and also by the census bureau.

The section relating to causes, by virtue of its completeness,

carries to the reader ample suggestions of possible remedies, to a

very considerable extent. As Doctor Fairchild indicated in giving

the report, he was required to condense it, but I think that will be

apparent when you are able to read the entire report. Some of

these remedies, of course, are possible of realization through local

action, while some require legislation. Some, in other words, may
be initiated by local public officials and others will need the assist-

ance of and may be initiated by citizens or citizen agencies. In

either case, all that is needed is that action be instituted to im-

prove conditions.

In general, it becomes apparent that delinquency must be analyzed

—we must know the types, classes, and values of property wrhich

are delinquent, in order to frame an adequate and orderly program
of improvement.

For example, in Detroit, last year a student of the College of the

City of Detroit, iMr. Sidney Tickton. in a report based upon analysis

of the city treasurer's tax rolls, found (1) a close correlation be-

tween delinquency and tax levy; (2) that seventy percent of the

parcels are responsible for only fifteen percent of the taxes, while

eleven percent of the parcels pay seventy percent of the taxes;

(3) that about one-half of the parcels pay $50 or less in taxes, on

only six percent of the total levy; and (4) he found that vacant

lots contribute a very small proportion of the total tax revenue,

and, therefore, of delinquency. This report indicated to the officials

of Detroit the desirability of concentrating upon collections in the

upper brackets of assessment, when they are interested in improv-

ing the collection of taxes.

Based upon twenty years' contact with public officials, my sym-

pathies with them are very great in this era of restricted revenues.

While I am on the outside looking in. I have been looking in for a

long while and have become somewhat acquainted with the con-

ditions that confront them in a period such as this, and yet I agree
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with the report, that the methods of collection must be modernized.

I think governmental units must follow the methods of private

business, such as frequent billing, as we find in the utilities, depart-

ment stores, and so on; we must understand the mechanical pro-

cesses found in private business, and so on. One step, as the report

indicates, would be the appointment rather than the election of the

tax collector. I am sure, however, that the tax levy should be

better coordinated with the fiscal year than is proposed in the model

procedure outlined, although I think you have revised it somewhat.

Fred R. Fairchild: That has been revised to meet that report.

C. E. RiGHTOR (continuing) : It might be well, it occurs to me,

if I would make a suggestion, to contact with the National ]\Iuni-

cipal League. That league has approved through a nation-wide

committee membership a model budget procedure, and a model city

charter, both of which are intimately concerned with the problem

here.

I feel we must popularize tax collection, and recognize the

prompt payer is evidencing a civic consciousness and spirit of good
citizenship. We should not penalize him by concessions voted to

the wilful sluggard. We should remove the secrecy and mystery

in the tax levying and collecting processes. I even hope for the

day when we will be brave and bold enough to publish the names
of tax delinquents in the newspapers—by advertisement, if need be.

but publish them. In that connection we prepared a list of delin-

quents in Detroit this spring, all over one thousand dollars, but it

was not found popular to run it in the newspapers as had been

proposed, and so it never got to the stage of common knowledge.

With respect to over-assessment—at least in cities largely with

which I am concerned rather than in cut-over or rural areas—

I

think we should seek the objective of " making every citizen his

own assessor," if he will but cooperate with his neighbor in seeing

the problem through for the entire assessing unit. The key to

satisfactory assessment, in the last analysis, is equality of valua-

tions of all the citizens' property. While it is fine theory to say

the citizen can become his own assessor, numerous experiments in

various cities, of obtaining the popular consensus of valuation.

merits that observation and suggestion.

Finally, the report only touches upon the need for economy and

consolidation of units, after suggesting very aptly the necessity for

revision of the whole tax system as to the bases of taxation. But

governments must learn that tax delinquency is a questionable basis

for loans, or, in other words, that they must live within their cur-

rent income. Through the cooperat'on of an enlightened citizen-

ship with the public officials in administering the complex machin-

ery of our modern governments, this problem of tax delinquency

—

along with many others confronting our governments—can be mini-
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mized and solved. The continued interest and effort of this Asso-

ciation through this committee can do much to help toward this

end. Such cooperation is being had in many places. Detroit, for

example, affords a most interesting and encouraging example, if

time permitted. Thank you.

Chairman Edmoxds: The report of the committee is now open

for general discussion, for questions or suggestions.

Henry M. Powell (Xew York) : As a member of the com-
mittee, may I add a word in explanation of what Mr. Long and

Judge Leahy have called attention to. I am not one of those who
believes that the millennium in delinquent tax collection has arrived.

In fact, when we look over the tables for collecting delinquent taxes

compiled by our committee and see that the forty-eight states of

the Union still have some ancient forms of tax collection—forms

that seem to be common to every one of them, you will realize that

the state legislatures will not be easily persuaded to give up these

old tax systems with which we have worked for one hundred and
fifty years.

A tax delinquent may be an unfortunate individual, and yet he is

not so unfortunate that h's property can be taken away without due

process of law. I do not think our committee intended to imply,

when the tentative form of tax collection was agreed on, that the

property of the tax delinquent was going to be advertised and sold

to the highest bidder without due notice, or without advertisement

so that the due process of law provision would not be complied with.

We have in the United States now two general systems for sell-

ing the real property of tax delinquents. One is the older system

in which certificates are sold for the taxes, and in which the law
gives the owner of the property an opportunity to redeem his land

from the penalty of the tax sale. This period of redemption is

usually from one to two and three years, varying in different

states; under this system the period of redemption is a necessary

requirement. You cannot take away a man's property without this

legal requirement. The procedure under this older system provides

first for the tax sale, and after the tax sale occurs, the certificate

is filed in the office of the register of deeds, or in the county clerk's

office, and the purchaser after the period of redemption receives a

tax deed.

Then there is a newer method of tax lien foreclosure, one that

has been resorted to in many of the states. Judge Leahy, from
Rhode Island, referred in his paper to this proposed change in

Rhode Island. Tax lien foreclosure does away with the period of

redemption. The tax lien system may be described as follows:

If the taxes are not pad in a period of from two to three years,

the taxes are offered for sale on a dav certain, the sale is adver-
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tised, and you bid for the tax lien the highest rate of interest, the
maximum being usually about twelve percent, in competition with
others who may bid a lower rate. The one who offers the lowest
rate of interest receives the tax lien. Usually the interest on the

tax lien sold is required to be paid within six months, or at stated

periods. If the interest is not paid on the tax lien within thirty

days from the time required, the owner of the tax lien may fore-

close. The merit of the tax lien foreclosure is this, that you must
make every one who has the slightest interest in the property a
party to the foreclosure suit. I: you cannot find him, you must
satisfy the court that you have made diligent and reasonable efforts

and that he cannot be found. In our state of New York you must
satisfy the Court conclusively. You cannot assume that because
you looked in the directory or telephone book, and his name is not
there, that he cannot be found. Every one is supposed to have an
heir, and if somebody dies, even if you have to go back to the time
of Adam, you have to find heirs, and then if you cannot find them
you have to advertise against unknown heirs.

You will find, however, that in some of the forty-eight states

there are some extraordinary ancient methods of collecting taxes.

For instance, you get a tax bill and you see in red letters that if

you do not pay the tax bill you are subject to arrest. In New
Jersey if you do not pay your tax you are subject to arrest, and
so, too, in the state of New Hampshire. I think, however, that you
will find that the forty-eight states will be reluctant to give up
those very ancient methods.

iMy purpose is to explain to you the two systems that are most
illustrative of collecting delinquent taxes, that of issuing certifi-

cates, which afterwards ripen into a deed, and the more modern
system of tax lien foreclosure. The latter is to be preferred be-

cause it is more thorough. The only objection that can be urged
against the tax lien forclosure system is that it takes time and it

is rather expensive.

Now in relation to the model system that our committee pro-

poses—^^and to the report of the committee, which is only tentative.

In fact, our committee has not had the time to formulate an appro-

priate report. We really must communicate not only with the

forty-eight tax commissions, but with the great cities, and many of

the secondary municipalities, and find out by questionnaires what
they do. and what they recommend. This cannot be done in one
year. We cannot propose any model system or even any sugges-

tion of a model system without a thorough inquiry. But, I wish

to dispel from your mind any doubt that we intend, in our model

system, to take the property of any delinquent taxpayer and to sell

the property without proper notice. That is farthest from our

minds; and I trust this explanation will dispel any such doubts

that mav have existed.
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C. A. Dyer (Ohio) : I would like to ask Doctor Fairchild what
he meant by installment paying of taxes. We have a proposition

here in Ohio for delinquent taxes to be paid on monthly install-

ments. I don't know if any state has tried that, and what the

overhead is. If anybody can give any information on that subject,

I would be grateful.

Fred R. Fairchild: That simply meant that if a tax was due
on a certain date, instead of requiring the entire amount of the tax

to be paid on that day, the payments could be distributed over a

number of dates in the ensuing year. Now, we have considered

all sorts of proposals, from the one lump sum payment, which gen-

erally prevails in the states, to monthly payments; and the com-
mittee felt that quarterly payments were going about as far as we
would care to recommend.
Xow, I bel'.eve that quarterly payments are in effect in some

states at this time. I know that semi-annual payments are not un-

usual, but we meant to introduce nothing more radical than the

permission of the taxpayer to distribute his payments during the

year after the date when the payment was first due.

C. A. Dyer : In your report you do not set up machinery for

tax collection. Would it be better to have one officer to assess and
collect, or as we have it here in Ohio ?

Fred R. F.\irchild: I don't think, ]\Ir. Chairman, there is any
absolute answer to that question. Xo doubt assessment and collec-

tion are two separate and entire functions; they have nothing to

do with each other whatever; and the question of whether they

shall or shall not be performed by the same officer, I think is a

matter of local organization. In a small community it might very

properly be combined in one officer, although I have some mental

reservations as to that. In a large municipality, where you have

enough of either function to occupy the full time of one man, it

would seem certain that it should be done by two men instead of

being combined in an office of one man with an assistant.

Henry M. Powell (New York) : iMay I add to what Professor

Fairchild said, that I think it would be entirely inexpedient to have

the same officer assessing and collecting, because of the difficulties

which might ensue. A fellow would be assessing and collecting at

the same time and he would be sure to get it out of you if he

didn't like you.

Fred R. Fairchild: Also, we absolutely ins'st on the collector

being an appointed officer. If assessment and collection is to be

done by the same officer, then we must insist that also the assessing

officer be appointed.

C. A. Dyer: If I own a parcel of real estate in Columbus and
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one on the outside, and the outside piece becomes delinquent, and

my p'ece of real estate in Columbus is very valuable, why should

the delinquent real estate on the outside be put up for tax sale and

not get after me for my property in Columbus? You do that with

personal property. Why don't you do it with real estate?

Fred R. Fairchild: I wish Mr. Powell would answer that

question.

Henry M. Povv'ell : Repeat the question.

C. A. Dyer: With delinquent personal taxes any property of a

man is liable for those taxes, but with real estate the real estate is

liable for the tax, and the man may be a millionaire otherwise.

Henry M. Powell : I think I can explain that. The assessment

of personal property and the assessment of real estate are some-

what different. The real estate assessment is on the property itself.

In other words, it is an assessment that we say, legally, to be

in rem: it is upon the thing, upon the property. You can only

proceed against the property. Sometimes you also assess the owners

of property, and if you assess the owner properly, and he happens

to be a resident of the tax district in which the property is located,

you will have a personal remedy against the owner of real estate.

For instance, in many jurisdictions you can collect the real estate

tax from the personal property of an owner of real estate. On the

table compiled by our committee, you will find in nearly all of the

forty-eight states they have the remedy of distraint, or arrest, and

sale. That is, a collector comes along, and he finds that John
Smith owns a farm, and he has not paid his real estate taxes, and

he levies on his personal property. But, on the other hand, if you

take the assessment for personal property that you own, where the

state imposes a personal tax law, if you happen to be a resident of

the state, the law may make that assessment a personal debt of the

taxpayer and may follow that debt wherever the taxpayer has prop-

erty. That is the distinction between the assessment of real estate

and the assessment on personal property. The assessment on per-

sonal property may be in the nature of a debt, whereas in the case

of the real estate assessment, in most instances, the claim is against

the property.

C. A. Dyer : Special assessments are a prime evil here in Ohio.

I have a letter on my desk where a woman bought two lots and

paid $125 for them two years ago. and the assessment was $165.35

against each of these lots. I would like to know what protection

she has aga'nst a situation like that.

Henry M. Powell: In some of the states and in New York
State we have a provision that the amount of any assessment can-

not be more than a certain proportion of the value of the property.
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Unfortunately, in many of the states tliere are public improve-

ments in which the cost of the improvement to the property which
is benefited is so much that it was more than the property is worth,

so that many of the states have had to pass laws to prevent these

local benefit assessments from being greater than the value of the

property. It is a very difficult matter to work out these local im-

provement assessments to the advantage of taxpayers. For instance,

in the borough of the Bronx, in New York City, or in outlying

boroughs where there has b°en a great deal of rock excavated for

the laying out of streets, there have been very large assessments

levied aga'nst individual lots; and you will find a large number of

these lots in the borough of Bronx that have been sold for unpaid

taxes, just by reason of those heavy assessments for local improve-

ments. The only remedy is by statutory enactment so that the

assessment against any particular property shall not be proportion-

ately greater than, say, one-quarter of the value of the property,

or something like that.

jNIarion K. McKay (University of Pittsburgh) : I feel that that

portion of the report that calls for or recommends installment col-

lection of delinquent taxes is especially a commendable one. I be-

lieve that that will reach what I choose to call many meritorious

and marginal delinquents, who are well-meaning, and who may be

in a position to pay their taxes if they are given that degree of

cooperation. As for Pennsylvania, we do have provision, by act

of the special legislature, so far as the county levies are concerned,

for payment of the regular tax bills on the installment plan.

I wonder if the report is sufficiently broad to permit the collec-

tion of delinquent taxes in the smaller taxing jurisdictions by the

regular tax collector. I am not persuaded that there is any reason

or sound justification for the appointment of special tax collectors

in the smaller jurisdictions. I am therefore venturing to make this

suggestion to the committee. I don't think they need any evidence

to reinforce their recommendat'on with respect to the desirability

of the appointment of delinquent tax collectors. But if by chance

such collectors, whether appointive or elective, happen to be re-

warded on the fee basis. I invite your attention to Allegheny
County, the county in which the city of Pittsburgh is located. The
delinquent tax collector of Allegheny County last year, collecting

on the fee basis, received $105,000. He is appointed, and I agree

with the committee, to be sure, on the desirability of the appoint-

ment of delinquent tax collectors. He is appointed by the county

treasurer. I should point out that the delinquent tax collector for

Allegheny County, which is a separate jurisdiction from the city,

is required to employ his own assistants; and I get some little com-
fort out of the thought that since I have been in attendance at this

convention the Countv Comm"ssioners have indicated that thev are
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going to charge him for his space in the county building. That
might be passed on to the committee for its consideration. Where
such an appointed officer has large receipts and occupies good quar-

ters in the county building, the county should at least retrieve some
of the loss by charging for office space. At the recent special

session of the legislature, twenty-five or thirt\- citizens, representa-

tives of various civic organizations, went to Harrisburg to appear

before a legislat've committee in an effort to secure a favorable

report of a bill which had for its objective the abolition of the

office of delinquent tax collector in Allegheny County. Before I

got out of the committee room I heard one of the members of the

Senate Committee say that a change was not desired by a certain

well-known political leader. Politically therefore the time was not

opportune in Allegheny County to do away with an office that takes

out of the taxpayers' pockets of that county $105,000. As I see it,

the delinquent tax collector enjoys a very unique distinction, in that

the longer the depression continues the larger will be his salary.

C. E. RiGHTOR (Michigan) : I was about to say in response to

the inquiry with respect to special assessments, while that of course

is beyond the province of this committee report, that it may be

interesting to know that the Investment Bankers' Assoc"ation of

America and the United States Chamber of Commerce have given

a good deal of consideration to so-called model laws relating to

special assessments.

iHENRY F. LoxG (Massachusetts) : I would like to ask Doctor

iMcKay a number of questions : What was the historical origin of

this delinquent tax collector in Pennsylvania; second, is that posi-

tion up for bids; and, third, is the delinquent tax collector here

present in the room ?

Chairman Edmoxds : I doubt very much whether the delinquent

tax collector of Allegheny County ever heard of the National Tax
Association, but that is no comment on the report.

Doctor McKay : I hope I may in the future have an opportunity

to talk with the political powers in Allegheny County on this score.

W'e have various varieties there. I have not been in Pittsburgh

long enough to be familiar with all the intricacies of the political

situation to know who was responsible in the first instance, but I

happen to have been there long enough to know this, that the de-

linquent tax collector is not permitted to retain in his pockets all

of the $105,000. I am also abundantly convinced that this office is

a much prized political plum which draws from the people of Alle-

gheny County more money than is needed to provide the city of

Pittsburgh with its nine city councilmen.

MiLBAXK JoHXSox : I would like to add my puny voice to the

tremendous importance of careful study of special assessment laws
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by this committee. I think in our state, for example, that there

has been no greater inequity worked upon the taxpayers and prop-

erty holders than this abuse of these special assessments. With

the Chair's permission, I would like to state one case, with which

he is familiar. He has as clients an old couple in Pennsylvania,

who bought some special assessment road bonds in California.

They bought $100,000 worth, and when the district defaulted in the

payment of interest, he wrote me to see if we could ascertain what

the condition of this particular district was. He gave us the num-

ber of the district and its location. We looked it up and we found

that there had been $365,000 of special assessment bonds sold, and

that the assessed valuation of this entire property only amounted

to $53,000. I can show you many instances where the assessments

against the property amount from twelve to fourteen times the value

of the property. Now in this particular case I suspect this client

has unquestionably lost his mind, regardless of the legal aspects.

The farmers have leased their lands, and who has made the money ?

The only thing I can see is the stupidity of the contractors, etc.,

that promote these separate assessments. We have assessment dis-

tricts out there that are just grid-ironed wdth the most powerful

roads. They are underlayed with all kinds of service systems. We
have wonderful electric light systems established along the courses

of those roads, that nobody ever sees. You can get on a mountain

and see a whole checkerboard of lights. In an endeavor to correct

this thing, during our last legislature, we succeeded in getting

through the legislature a general limitation Act, which permitted a

fifty percent protest in a special district to stop all proceedings for

the improvement ; and, second, that it could not exceed the assessed

valuation of the property. There was a tremendous hue and cry

against that Act, because they say it is preventing the improvement

of property; but I should say to you that I do not know of one

justifiable and legitimate improvement about it. There isn't any

situation more abused in our state, and from what I hear from

other states, than this question of special assessments. The rights

and benefits are absolutely theoretical and are without foundation.

I want to urge that you give intense study to that one problem, be-

cause there is nothing that would be of greater value than to relieve

property from such burdens.

Charles Rixger (Illinois) : I was much interested in Dr. Fair-

child's report on tax delinquency. We practically have a system

of paying on the installment in Illinois since we adopted that law.

I think that somet'mes the delinquent taxpayer should have some

encouragement to pay his taxes. In Illinois the county clerk is the

collector of delinquent taxes. Notwithstanding that heretofore, be-

fore it became delinquent, the taxpayer could pay it on installments,

when it gets to the clerk's office the man that is delinquent looks it
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over, and he becomes discouraged because there he can only pay it

in one installment.

Chairman Edmonds: Any further discussion? Secretary Query

has some announcements to make.

Secretary Query; We had some trouble in getting the one
hundred certificates, now we want to get rid of them. Call for

your certificates. I am doing this to enable the young ladies at the

desk to take the afternoon oft".

T. S. CooKE : Mr. President, the report of the committee was
able and constructive in the very highest degree. As a minor
matter I should like to suggest that further consideration might be

given to the desirability, in cities, of monthly installments. The
Research Institute of Kansas City has investigated that question

and is strongly inclined to favor such a program for Kansas City

;

and it rests on the fact that many home owners receive their com-
pensation monthly; they budget their aft'airs monthly. The install-

ments on the furniture and on the gas range, and so on. come due
monthly, and they budget for them ; and they would budget also

for their taxes. While it would undoubtedly increase the overhead
of collection somewhat. 1 suppose it would increase collections to

more than cover the overhead.

Hexry F. Long : May I add one or two observations to what
Mr. Cooke has said, and I think you will agree with me. If you
are to adopt what he suggests, it seems to me we should make a

minimum tax for installment payment, that is, not allow the person

to make dollar payments, but he should reach some minimum which
comes within the scope of what your overhead is. I have been

investigating that particular thing in iMassachusetts for the last

five or six years, and have yearly had a proposal before the legis-

lature for a partial-payment plan, and it has been difficult to work
out for the reason that the assessment of taxes and the determina-

tion of the tax rate is an annual process. What I think would be

necessary to accomplish to get the rate would be to move the taxing

date ahead. In some states they may not have any difficulty with

that, but if you are going to have monthly payments, it seems to

me you should not perhaps undertake to make them on the basis of

a month, but you should make it after you have first decided what
the minimum is, so you can do it without an overhead cost that

would be too great on the other taxpayers, and at a period when
you can do it. You know in respect to your banking business,

better than I do, that you cannot get a statement in respect to the

standing of an account other than monthly. There might be other

periods like six weeks, or eight weeks, that would work in better

with your machinery. Therefore, as a second suggest'on. this com-

mittee would not have to consider necessarily a monthly payment.
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but periodical payments, a little less than a month or more than a
month, as it fits in with the local scheme of collection.

Chairmax Eumoxds: Gentlemen. I don"t like in any way to

suggest a conclusion of the interesting propositions being presented,

but I want to remind you that we still have the report of the reso-

lutions committee. If you don't mind, I think it might be well for

us to get the report of the resolutions committee, and then if we
want to return to the discussion we can do so. Judge Zoercher
will present the resolut ons.

Philip Zoercher (Indiana) : Gentlemen, you will understand
that there is no discussion on any of these resolutions. These
resolutions are only to be read, and they are to be considered this

evening for discussion and adoption. The first resolution is

:

Resolved, That this conference, believing that the relation-

ship between taxation and public expenditures should receive

recognition, request the Executive Committee of the National
Tax Association to provide a session at the conference next to

be held for a discussion of public expenditures, their need,

function and control ; and be it further

Resolved, That the Executive Committee of the National

Tax Assoc'ation be requested to appoint a committee of not

less than seven members to take into consideration the question

of the control of public expenditures and to cooperate with

other agencies working along similar lines.

The committee recommends the adoption of the foregoing reso-

lution. The second resolution is

:

Resolved, That this conference desires to emphasize the

view that substantially uniform methods of apportionment are

essential to prevent the injust'ce of taxing the same income in

more than one jurisdiction; and be it further

Resolved, That without attempting to suggest any particular

formula, the conference record its opinion that very material

progress towards uniformity can and should be made.

The third resolut'on is

:

Resolved, That this conference endorses the principle of

reciprocal legislation relating to the administration of estates,

and the exchange of reciprocal information regarding the

wholesaling of motor vehicle fue]s in the several states.

The committee recommends the adoption of that resolution.

The fourth resolution is

:

Whereas taxes on motor vehicle transportat'on continue to

occupy a large and varied place in our state and local tax

systems, and
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Whereas numerous inquiries indicate wide interest in such

problems; therefore

Be it Resolved, that this conference request the National

Tax Association to appoint a committee on motor vehicle and

related taxes and direct it to report to the 1933 National Tax
Association to appoint a committee on motor vehicle and re-

The committee on resolut ons recommends to the conference that

the above resolution be referred to the Executive Committee of the

National Tax Association, without prejudice.

The last resolution

:

Resolved, That the gratifying success attending the Silver

Anniversary Conference under the auspices of the National

Tax Association has been furthered in large measure by the

generous and hearty cooperation of the Ohio State Tax Com-
mission, especially the Honorable John S. Edwards, one of its

members, and of the officials and citizens of the state of Ohio
and the city of Columbus, whose bountiful provision for the

comfort and entertainment of those present has redounded in

a marked degree to the pleasure and profit of the delegates

and their ladies; and that the conference take this method of

expressing its thanks and appreciation for the many courtesies

extended.

The report has been read for your information and will be acted

upon tonight.

Professor Roy G. Bl.\key: Mr. Chairman, I will not take the

time to say what I intended to, but there are two things I would
like to mention. I would like to emphasize what Doctor Johnson
said. I think the matter of special assessment is one of the im-

portant things which is aggravating the whole matter of delin-

quency, and is one of the most unjust methods of carrying out the

levying of a tax. Of course, the whole question of delinquency

in rural areas is quite different from what it is in the municipality.

I think one thing Professor Fairchild did not mention that might

be mentioned is that the whole system of state aid is aggravated

by the proposition of the uneconomic use of land. Our system of

state aid for schools. I think, to a certain extent is very beneficial,

but I think it tends to perpetuate in some cases schools that are

uneconomical. The same is true of road expense, to a certain ex-

tent, and I dare say it is true also in other lake state regions.

I had something more, but in view of the lateness of the hour I

will conclude.

(Motion was made, duly seconded and carried, that the session

adjourn.)

(Adjournment.)



XIXTH SESSION

Thursday Evening. September 15th. S:00 P. M.

President Roj;ert M. Haig, presiding.

President Haig: \\"e come finally to the ninth session of the

Twenty-fifth Annual Conference on Taxation. In the first place,

I believe the session this morning concluded with the adoption of

a motion that if there were those who desired to discuss further

the committee report presented by Professor Fairchild. there should

be an opportunity at this time for such persons to speak. I ask,

is there anyone who has something to say further in regard to that

report ?

( No response.)

President Haig: If not. I believe it is in order to take action

on the report of the committee on resolutions, which was submitted

this morning. I should like, before requesting !Mr. Zoercher to

proceed, to ask whether it is desired by the conference that the

resolutions be considered individually or as a whole, and whether

you desire to have the resolutions read before taking action at this

time. They were read once this morning.

Rov G. Blakey (Minnesota) : I would suggest, unless there is

objection, that one be read at a time and action taken on that one.

President Haig: You suggest that one be read at a time and
action taken on it. In that case. then, is it your pleasure that we
hear from ^Ir. Zoercher? Mr. Zoercher. will you read the reso-

lutions one at a time, and the Chair will then he open to the recep-

tion of a motion to adopt or reject.

Philip Zoercher (Indiana) : (Reading)

Resolved. That this conference, believing that the relation-

ship between taxation and public expenditures should receive

recognition, request the Executive Committee of the National

Tax Association to provide a session at the conference next to

be held for a discussion of public expenditures, their need.

function and control : and be it further

Resolved. That the Executive Committee of the National

Tax Association be requested to appoint a committee of not

less than seven members to take into consideration the question

of the control of public expenditures and to cooperate with

other agencies working along similar lines.

(350)
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I move the adoption of the resolution.

(Motion duly seconded.)

President Haig: Any discussion?

(No response.)

(Ayes and noes.)

(Motion carried.)

President Haig : Unanimously adopted.

Philip Zoercher: (Reading)

Resolved, That this conference desires to emphasize the

view that substantially uniform methods of apportionment are

essential to prevent the injustice of taxing the same income in

more than one jurisdiction; and be it further

Resolved, That without attempting to suggest any particular

formula, the conference record its opinion that very material

progress towards uniformity can and should be made.

I move the adoption of the resolution.

Henry F. Long (Massachusetts) : I am wondering if I would

be out of order if I requested this: That this resolution be re-

ferred to the present committee on reciprocity and uniformity, if

it is in the mind of the Association to continue that committee.

President Haig : Do you desire to make that a part of the

resolution ?

Henry F. Long: I am more or less talking out of order because

I do not know whether it is in mind to continue the committee or

not. I move that the resolution be adopted and be referred to the

Committee on Uniformity and Reciprocity.

President Haig: That will be accepted then as the motion for

the adoption of the resolution. Is there a second?

(]\Iot on duly seconded.)

President Haig: Any discussion?

(No response.)

(Ayes and noes.)

(Motion carried.)

President Haig : Adopted.

Roy G. Blakey: How about Doctor Bullock's committee?

Franklin S. Edmonds (Pennsylvania) : May I say in answer

to Mr. Blakey that I had a long conference with Doctor Bullock

yesterday on this general subject, and we feel in our committee
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that if we can make any contribution on the subject of this appor-

tionment fraction, we would be very glad to have our preliminary

report turned over to Doctor Bullock's committee, which may de-

cide whether it is to be incorporated in its report.

President Haig: Well then, Senator Edmonds, if you will see

that there is proper liaison at that point, you will be completely

satisfied, Mr. Blakey.

Hexry F. Long : Do I understand we have voted on the con-

tinuation of Doctor Bullock's committee?

President Haig : We have not.

Henry F. Long: I would make that as a motion, that it be

continued.

President Haig: Which committee is it you wish continued?

Henry F. Long : Professor Bullock's committee.

President H.\ig : Mr. Long has moved the continuation of Pro-

fessor Bullock's committee.

(Mot- on duly seconded.)

President Haig: Any discussion?

(No response.)

(Ayes and noes.)

(Motion carried.)

C. A. Dyer (Oh;o) : Would a motion to refer another matter to

the same committee now be in order ?

President Haig : It would not be in order now. The third

resolution will be read by Judge Zoercher.

Philip Zoercher: (Reading)

Resolved, That ths conference endorses the principle of

reciprocal legislation relating to the administration of estates,

and the exchange of reciprocal information regarding the

wholesaling of motor vehicle fuels in the several states.

I move the adoption of the resolution.

(Mot'on duly seconded.)

President Haig: Any discussion?

(No response.)

President Haig: Ready for the vote?

(Ayes and noes.)

(Motion carried.)
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President Haig: Adopted. Now, the fourth resolution.

Philip Zoercher: (Reading)

Whereas taxes on motor vehicle transportation continue to

occupy a large and varied place in our state and local tax

systems, and

Whereas numerous inquiries indicate wide interest in such

problems; therefore

Be it Resolved, that this conference request the National

Association to appoint a committee on motor vehicle and re-

lated taxes and direct it to report to the 1933 National Tax
Conference.

Mr. Chairman, I move that this resolution be referred to the

executive committee without prejudice.

(Mot on duly seconded.)

President Haig: You have heard the motion, wh'ch has been

seconded ; is there discussion ?

(No response.)

President Haig : Ready to vote ?

(Ayes and noes.)

(Motion duly carried.)

President Haig: Unanimously adopted.

Philip Zoercher: (Reading)

Resolved, That the gratifying success attending the Silver

Anniversary Conference under the auspices of the National

Tax Association has been furthered in large measure by the

generous and hearty cooperation of the Ohio State Tax Com-
mission, especially the Honorable John S. Edwards, one of its

members, and of the officials and citizens of the state of Ohio
and the city of Columbus, whose bountiful provision for the

comfort and entertainment of those present has redounded in a

marked degree to the pleasure and profit of the delegates and
their ladies; and that the conference take this method of ex-

pressing its thanks and appreciation for the many courtesies

extended.

I move the adoption of the resolution.

(Mot'on duly seconded.)

(Ayes and noes.)

(Motion carried.)

23
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'President Haig: I am sure that we are unanimous in the adop-

tion of this last resolution.

Are there those who desire to be heard further in connection

with any business of the annual conference on taxation under the

auspices of the National Tax Association?

C. A. Dyer: I don't know whether it is in order or not, but I

move that Mr. Bullock's committee consider the deduction of state

income taxes from federal income taxes, and this committee to

report at the next annual meeting. I think that is in line with what
has already been done.

Professor Haig : The gentleman desires a motion which will

ask Professor Bullock's committee to consider the question of de-

ducting state income taxes from federal income taxes. Is there a

second ?

(Mot'on duly seconded.)

President Haig: The motion is to request Professor Bullock's

committee to consider that point. Is there any discussion?

(No response.)

President Haig: Are you ready for the vote?

(No response.)

(Ayes and noes.)

(Motion carried.)

President H.\ig: Is there any other person present who desires

to present anything to the conference?

Henry F. Long: Shouldn't the conference, ^Ir. President, pass

a vote of thanks to the National Tax Association for having this

Twenty-fifth Annual Conference?

President Haig: It is up to the conference to do as it wishes.

Henry F. Long: I move, then, that the Twenty-fifth National

Tax Conference thank the National Tax Association for the hold-

ing of this Twenty-fifth Conference.

(Mot'on duly seconded.)

President Haig: Discussion?

(Ayes and noes.)

(Motion carried.)

Philip Zoercher: I move now, Mr. President, that th's con-

ference adjourn.
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Charles J. Bullock: I have a report of the committee on
nominations.

President Haig: I wonder, Mr. Zoercher, whether instead of

adjourning it would not be well to recess and proceed with the

annual meeting- of the National Tax Association and then recon-

vene as a conference.

(No response.)

President Haig : I therefore call to order now the meeting of

the National Tax Association, acting under the authority of the

By-Laws. The By-Laws require that this meeting be held in con-

nection with the annual conference, and notice of this meeting
was issued in accordance with the By-Laws by publicat'on in the

Btdletin for INIay 1932, and a quorum is present.



BUSINESS MEETING OF THE NATIONAL
TAX ASSOCIATION

President Robert M. Haig, presiding.

President Haig: It is now my duty to call upon the Treasurer

to submit h s annual report.

Report of W . G. Query, Treasurer, National Tax Asso-

ciation. FOR THE Year Ending June 30. 1932

Receipts

Dues and subscriptions to The Bulletin $5,075.00

Sales of Proceedings, Biakey's Digest, Biilhtijis and

Miscellaneous 7S3.53

Investment income: Dividends and Interest 1,537.22

Interest on Bank Balance 20.78

$7,416.53

Disbiirseiueiits

Publicat ons

:

1931 Proceedings. \'olunie 24. and The Bulletin,

Nos. 1 to 9. Vol. 17 $4,272.66

1931 Conference—Reporting, traveling, programs, mis-

cellaneous 621 .08

Clerical and oftice expense :

Secretarv and Treasurer 1,500.00

Editor, The Bulletin 500.00

Printing, stationery, postage and express 153,70

Rent, safe-deposit box 7.50

Sundry— (Exchange on Canadian checks) 7.06

$7,062.00

The above shows excess of receipts over expenses of . . . $354.53

Henry F. Long: I move the report of the Treasurer as sub-

m'tted be received, and that the summaries therein of receipts and

disbursements during the last fiscal year be approved.

Philip Zoercher : Second the motion.

President Haig: Any discussion?

(No response.)

(356)
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(Ayes and noes.)

(jMotion carried.)

Treasurer W. G. Query: I have a list of the investments from
which we received, during the year ending June 30, 1932, income
and interest in the amount of $1537.22. The book cost of these

investments amounts to $29,261.67, of which $25,543.00 represents

bonds and $3,918.00 represents stocks, and the market value as of

the end of the year, June 30, 1932, was approximately that of book
value.

President Haig: I th'nk that is a record very few of us have

been able to achieve. It is now my duty to call for reports of

committees. Are there any committees to report other than the

nominating committee? Would the chairman of the committee on

expansion desire to make a statement at this time ?

Fred R. Fairchild (Connecticut) : There isn't much to say,

Mr. Pres'dent. The committee is very sorry it cannot report any
substantial progress as the result of its efforts to secure funds for

the expansion which we felt this Association was entitled to. Of
course it is not very difficult to find a reason why contributions

did not flow in so eas'ly, in the last year or two. as was anticipated

when this committee first started its undertaking. We are not en-

tirely without hope, although I must say at present we really have
reached the end of our immediate resources. If the Association

wants the committee to continue and keep its eyes open and grasp

any opportun'ty as it arises, we are willing to do that. If not, we
are perfectly willing to be discharged.

Charles J. Bullock (Massachusetts) : I believe it would be

well to continue the committee for the reason that there is a bare

possibility that a little money can be secured during the next year,

and it is necessary for those soliciting money to be able to repre-

sent that the Association has authorized that solicitation. If Pro-

fessor Fairchild will consent to have this committee continued, I

move the committee be continued.

Franklin S. Edmonds : Second the motion.

President Haig: Excuse me a moment while I consult with

Secretary Query, my parilamentary adviser: Professor Bullock,

may I ask if you would be willing to amend your motion so as to

put it in the form of requesting the executive committee to con-

t'nue the expansion committee?

Charles J. Bullock : Surely. I will make that change.

President Haig: Is that in harmony with the second?

(iMot'on duly seconded.)

President Haig: Anv discussion?
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(No response.)

(Ayes and noes.)

(Motion carried.)

President Haig: If there are no other committees, may I at

this time ask the nominations committee to submit its report?

Charles J. Bullock: Governor Bliss, chairman of the nomi-

nating comm'ttee, was obliged to leave Columbus yesterday after-

noon, and he left with me this list of nominations proposed by the

committee, and requested me to present it at this time:

For President: Franklin S. Edmonds of Pennsylvania.

For Vice-President: Alfred E. Holcomb of Xew York.

For Secretary and Treasurer: Walter G. Query of South

Carol'na.

For the executive committee, three members with terms expiring

in 1935

:

W. P. Richards of District of Columbia.

John S. Edwards of Ohio.

Earl L. Fisher of Oregon.

Honorary members of the executive committee:

J. T. White of Ontar'o, Canada.

E. W. Watts of Manitoba, Canada.

Hexry F. Long: I move that the recommendations of the nomi-

nations committee be adopted, and that the President cast a ballot

adopting the report, and further that the President of the National

Tax Association declare said persons elected, to hold offices for the

terms stated, until their successors are elected.

President Haig: Is there a second to the motion?

(Mot'on duly seconded.)

President Haig: Any discussion. Ready for the vote?

(No response.)

(Ayes and noes.)

(Motion carried.)

President Haig : In accordance with the directions given in the

motion I hereby cast the ballot and declare to be elected the fol-

lowing officers for the year ending June 30, 1933.

For President: Franklin S. Edmonds of Pennsylvania.

For Vice-President : Alfred E. Holcomb of New York.

For Secretary and Treasurer : Walter G. Query of South

Carolina.



BUSINESS MEETING OF THE ASSOCIATION 359

Members of the executive committee for the term expiring 1935

:

W. P. Richards of the District of Columbia.

John S. Edwards of Ohio.

Earl L. Fisher of Oregon.

The above persons to hold office for the terms stated until their

successors are elected.

Also the two following honorary members of the executive com-
mittee :

J. T. White of Ontario.

E. W. Watts of Manitoba.

It is the time-honored custom of the National Tax Association

immediately to induct the new president. It is my pleasure at this

time to request a committee, consisting of Professor Fairchild and
Mr. Long, to conduct your new president to the rostrum.

Henry F. Long : Mr. President, we take pleasure in delivering

to you the victim

!

President Haig: It is a very great pleasure indeed to receive

the victim and proceed to turn him over to the tender mercies of

the audience, and I would like to have him speak to the group on
this memorable occasion.

President-Elect Franklin S. Edmonds (Pennsylvania) : ^Ir.

President and Members of the National Tax Association : I deeply

apprec'ate the honor that you have conferred upon me. I pledge

to you the best efforts of which I am capable for service during

the year. I have been a member of this Association for nine years,

and I have never held membership in an association that has led to

more intimate and real friendship than this. I think in many ways
that the coming year is going to be an interesting year for tax

men. As I observed the characteristics of this four-day conference

that has just about concluded, it seems to me as if there are larger

duties and heavier responsibilities coming upon us than ever in the

past. We have not ordinarily been face to face with the problem
of public expenditures. The public determines the service it wants
and then turns to the tax man to find how the income shall be
provided; but when a situation develops in which the public de-

mands have been proceeding perhaps without careful thought, so

that the net result is an interference with the ordinary economic
development of the country, then the tax men have a right to say
a word of caution. That period is now upon us. Moreover, we
are face to face w'.th the time when we can perhaps make sugges-
tions concerning taxing methods with more assurance and a better

hearing from the general public than ever before. If I might
name the third note of this conference as I have observed it, it has
been the striking series of discuss'ons led by our president. Doctor
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Haig, relating to the general coordination of the entire taxing plan

of the country. All of these questions are big. They will not be

solved in one year or in two years; they will never be solved for

the American people until they are solved right; but. to study them,

to work with them, to give a sympathetic hearing to those who have

ideas on the subject, to provide a forum for the discussion and the

perfection of means—all of that is involved in the work of this

Association; and with the help and assistance of the group that is

now before me, I shall be glad to pledge my own best efforts that

during the coming year we may be of real service to the American

people.

(Applause)

Retiring President Haig: Before adjourning the meeting of

the National Tax Associat'on. I wish to say a word of thanks to

Mr. Query, Air. Edmonds, the executive committee and to the mem-
bers for the very hearty cooperation that they have given to the

present incumbent. The office, Mr. President, is not an arduous

one, but it is full of honor. I think it is a great privilege to be

president of the Association; and again I wish to thank you for

having given me the opportunity to serve. It has been indeed an

inspiration to find that it is one of the traditions of this Associa-

tion that whenever a member is called upon to serve, he serves.

I am proud to say that every member that I have asked to serve on

a committee during the past year—every single person invited—has

accepted, and I think that is a fine tradition to have in an organ-

ization. We ought to select our committees w'th care; we ought

to select the men who can contribute most in the opinion of the

men who have watched the development of these problems: and.

when they are asked, it is a very fine thing, it seems to me, to get

the response which has been given this year, and I am sure will

cont'nue to be given to future administrations when the Associa-

tion calls upon the membership for service. I thank you very

much.

(Applause)

If there is no objection I will now declare the meeting of the

National Tax Association to be closed.

Before the closing of the meeting a motion was made that a

rising vote of thanks be extended to the ret'ring president, which

motion was duly seconded.

President-Elect Edmonds : All those in favor of the motion

that has been stated and seconded, for a rising vote of thanks to

the president who is now retiring, will please rise.

(Ris'ng vote.)
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Chairman Haig: We will now reconvene as the Twenty-fifth

Annual Conference on Taxation and consider any business which

any individual desires to present to the conference. Is there any

one who desires to speak ?

M. A. Murphy (Arizona) : Mr. President and Ladies and

Gentlemen of the Nat onal Tax Conference: It is indeed a pleasure

for me to be here this evening. I am somewhat of a novice; in

other words, somewhat of a tenderfoot. My adopted state is Ari-

zona. My home state, the state where I was born and reared, was
the state where our good friend Long comes from.

Henry F. Long: And he comes from the best county—Essex

County.

M. A. Murphy (continuing) : Worcester County, I beg your

pardon.

Two years ago, in Kansas City, was my first appearance at a

conference of the Association. It turned out to be, for me, some-

thing out of the ord'nary. I can say I would not have missed one

of the meetings from the first to the last. There was so much there

that I tried to absorb that in fact a great deal of it naturally went

over my head. On my return to Phoenix the thought uppermost

in my mind was this—I beg your pardon, is there any limit now?
I don't want to talk any great length of time.

Chairman Haig: There is no I'mit but the patience of the

audience. It is rather a sensitive audience. You should watch

carefully for the reaction of it and remember there are no souls

saved after thirty minutes.

M. A. Murphy (continuing) : The thought came to me that in-

stead of one commiss"oner being present at these meetings, they

should all be present. In my state we have a tax commission of

three members, elected; and I am sorry to say that in a telegram

I received today I was informed that one of my colleagues, a man
who has been on the commission for twelve years, a man who has

done a world of good, and who was at the meeting in Atlanta a

year ago, was defeated in the primaries on Tuesday. My thought

was that instead of one of our comm'ssioners coming, the three

should come. Now, that is what I thought of my first attendance

at a conference of the National Tax Association ; and at that

(361)
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meeting I extended an invitation to the Association, without having
consulted any one at home. I could see the good that this meeting
would do Arizona.

Now, I am very sorry to say that since my visit here I was
astounded, and I have not gotten over it yet, when I was told by
one of the officials of the Association that it was his understanding,

and the understanding of other members or officers or the executive

comm-ttee, that Arizona did not want the conference to meet in

Phoenix. Why? Because they might advance some new-fangled
ideas of taxation that might interfere with some of the interests

there. Now, when I say that, I mean it. After leaving Kansas
City I returned home and we had a meeting of the Western States

Taxpayers' Association. At that meeting I was instrumental in

having a resolution presented asking and inviting the National Tax
Conference to come to Phoenix. The chairman of that meeting
was connected with one of the biggest mining corporations in

Arizona, and suggested that a committee of three be appointed to

look into the advisability of having the National Tax Conference
meet in Phoenix. At the time I could not see anything wrong with

that suggestion; in fact, I agreed to it. But, since coming here

and having heard what I have heard, gentlemen, I am telling you
it is just really astounding.

Now, I came here on this trip representing Arizona, represent-

ing the city of Phoenix, and if you will bear with me just one

minute I will read copies of telegrams which have been sent to

President Haig of this Association:

(Copy of telegrams sent to Professor Haig.)

Phoenix Chamber of Commerce cordially extends to National

Tax Association a real and sincere invitation to hold its next

annual meeting in this city. Amusements and recreations of

various sorts will be offered, as well as proper assembly rooms,

convention halls and commodious hotel accommodations. Come
where hospitality will please you.

Signed. Chamber of Commerce.

The next is one sent by Governor Hunt

:

The state of Arizona desires the privilege of entertaining

the National Tax Association in 1933 and extends to you a

cordial invitation to hold the 1933 conference at Phoenix,

Arizona. True Western hospitality, unexcelled hotel accom-
modations, and weather will please you to the utmost. Your
acceptance of our invitation w^ill be a pleasure to Arizona.

The next is from the city of Phoenix:

The city of Phoenix extends to you and the members of the

Nat'onal Tax Association a cordial invitation to hold its Na-
tional Tax Association meeting in Phoenix. Arizona. Accom-
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modations are among the best and will satisfy the desires of

all attending. Our weather is most ideal and unsurpassed, and

w".ll be a source of delight to those in attendance. With best

wishes for a successful session.

Now, Ladies and Gentlemen, I think these telegrams, as I have

read them, require no further explanation. There isn't a thing, Mr.

President and Ladies and Gentlemen, that any of our adjoining

states can offer that Arizona can't offer, and, if anything, a little

bit better.

Now, just one word and I am through. I don't know who is in

the running for th's meeting. Some time back I took it upon my
shoulders in Phoenix to get busy. I consulted with the Chamber

of Commerce, consulted with the railroads, consulted with the hotels

and various other people there, who were anxious to have you

come. I will say this, that I have had 100 percent cooperation

from each and every one in Phoenix and in Arizona.

Just a word to the ones who may follow me in extending their

invitations. They may be far better qualified than I am. I may
not be able to express to you the sentiments and the wishes that are

in my heart, but I am just going to say this: I am representing

my adopted state, remember, the baby state of the Union. Some
years ago there was a movement started in various parts of our

United States called the Big Brother Movement. I am going to

ask, providing there are any more applications—and I hope there

are not—but, if there are more, I know they are older by years

than my adopted state is, and I am going to ask them for the state

of the little brother to play the big brother.

Let the conference come to Phoenix in 1933, and I assure you,

Ladies and Gentlemen, and especially the ofificers of this Associa-

tion—and bar none, I don't care what meetings you hold—you will

come away from Phoenix 100 percent for Phoenix, on account of

condit'ons of cordiality, of true western friendship. Just one word

now—come to Phoenix.

Henry F. Long: Do you suppose, Mr. Murphy, we can get

them home after we get them there?

M. A. Murphy: I hope not.

Chairman Haig: Excuse me a moment, gentlemen, I would

like to interrupt the proceedings at this time, if I may, for the

purpose of introducing, on behalf of the local entertainment com-

mittee, Miss Webster of the Central Ohio Golf Assoc'ation, who
has been in charge of the golf tournament that was held this after-

noon. She is charged with a responsibility which she would now
like to discharge.

(M'ss Webster thereupon called the names of the winners in the

golf tournament and left prizes to be distributed to such winners.)
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Chairman Haig: We are all very grateful indeed to Miss Web-
ster, and I want to explain that it is not any lack of appreciation

of the very beautiful prizes that are being presented, that these

gentlemen are not present, and that it is just an evidence of lack

of mercenary spirit on the part of our members which leads to this

strange situation.

I now have the honor of recognizing Doctor Milbank Johnson
of Los Angeles and California.

jNIilbaxk Johxsox (California) : In the name of the Governor
of Californ'a and the Mayor of Los Angeles and the Mayor of

Pasadena and the Chambers of Commerce of those two cities, we
want to invite this conference to meet next year in either one of

those two cities. I say two cities — they are eight miles apart.

Pasadena is a residential city, as you know, of about 80,000 inhabi-

tants, and it has very large hotel accommodations. Los Angeles is

a metropolitan city; and while it is perfectly competent and will-

ing and anxious to take care of and entertain this conference, there

are a good many divers'ons in Hollywood and other places that

might detract from the attendance at your conference. I want to

leave it to the executive committee as to which one of the two
cities they may choose, but I simply want to say that both will

welcome you, and will welcome you with open arms. I do not have
to describe Los Angeles, its transportat'on facilities or its ability

to accommodate this conference. The Chamber of Commerce said

they w^ould be very glad to take care of any number from 100 up

to 50,000 that might attend. We have handled conferences as large

as 80,000 without any particular crowding, and a good many of the

people of the city barely knew they were there. I invited this

conference last year, when this sentimental idea of coming to Co-

lumbus arose, and I was asked to withhold my invitation until this

year. I therefore want to renew it and promise you that we will

offer the usual arrangements, such as the provision of good hotel

rates, the provid'ng of halls and committee rooms for your meet-

ings, public announcement systems for your speakers, so everybody

can hear, and we will offer you a complete welcome in either city.

I leave it to the judgment of the executive committee as to whether

they want to go to a large city or a smaller one.

R. E. Collins (California) : Just a word in second'ng Doctor

Johnson. As chairman of the State Board of Equalization and as

a member of the National Tax Association since 1912, I second

the invitation of Doctor Johnson and hope to see you come to the

golden state of Californ'a.

Philip Zoercher (Indiana) : Mr. Chairman, a year ago at At-

lanta, at which conference a good deal of time was given to the

question of control of public expenditures. I extended an invitation
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to the conference to meet at Indianapolis, and I b.ave been requested

aga n by the Mayor and Chamber of Commerce of Indianapolis

and the Governor of Indiana to extend the invitation and ask you

to come there in 1933. The question of controlling public expendi-

tures is certainly getting very close to the people, and becoming

more important every day. I promised you last year, and I will

do it now again, that if you come to Indianapolis we will bring our

records showing hearings and findings that our board has made
since 1919, showing that there has been a denial in bond issues

and reduction of tax levies amounting to over seventy-five million

dollars. The indirect cause of that is that ten or more taxpayers

have a right to appeal from any bond issue. We could give you a

pract'cal demonstration of the work that has been done. As to the

accommodations, we have plenty of accommodations. We can give

you some natural scenery there also. There is located now just on

the outskirts of Indianapolis, on an elevation, a new hospital that

has been built by the United States. One gets a splendid view

from there, and there are other attractions surrounding Indian-

apolis. In about a three-hour drive you can go to the famous

French Lick Springs, and the rugged country surrounding.

Chairman Haig: Air. Zoercher, how far is the penitentiary

from the hotel ?

Philip Zoercher: We will not show you any penitentiary. The
nearest one is the reformatory, thirty-five miles away. The peni-

tentiary is up at Michigan City, nearer Chicago than it is to In-

dianapolis. We would not want to take you there. It is not neces-

sary for me to read the letter of the Governor, the letter of the

Mayor, and the letter of our Chamber of Commerce. I will turn

those over to Mr. Query. They have been assembled in this form

(indicating) and I assure you we will show you hospitality, but

above all things we have the practical demonstration of the ques-

tion that is close to the American people now, the question of con-

trolling public expenditures.

Royal B. Cushixg (Illinois) : In behalf of Cook County and

its 417 taxing districts, of which Chicago is chief. I wish to extend

an invitation from our fair city on the lake. The World's Fair

of next year is something that will be worthy of a visit from all,

and I am afraid we will not be so far out of the depression that

you will feel like affording two trips. You can kill two birds with

one stone by coming to Chicago. We have the hotel with the

greatest accommodations for people of any hotel in the world, we
understand, and the hotels will give you a welcome, this one or

any others. Although our taxes may not all be legal, the reception

given you by the hotels, I am sure, will be legal, because we have
had legal receivers appointed for most of them. This informal in-
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vitation will be followed by formal ones from different organiza-

tions, the association of commerce and others, and the mayor. I

th^nk that it is Chicago's turn to have the convention next year

because of its being so central that it is one of the most economical

places to reach, because you can see the Fair at one roundtrip ex-

pense and cost. I am sure we will give you a hearty welcome.

Franklin S. Edmonds: Before Judge Rosa and Mr. Groves, of

the Wisconsin Tax Commission, left last night, they stated to me
that if they had been here this evening they would have presented

a very cord'.al invitation to hold the next conference in Madison,

Wisconsin. I understood them to state that their formal invitations

would go to the secretary and executive committee in due course.

M. A. Murphy (Arizona) : Mr. President, just one point, if I

can have one minute. It is in reference to transportation. I wish

to state that during the summer months there are special railroad

rates through from the East to the West, and those who wish to

go to California, to Pasadena, Los Angeles or San Francisco, can

purchase their railroad tickets, without any additional cost, with a

stop-over at any place along the route. Go one route and return

another. I would not get up the second time to say this, but I see

where the little brother has got to fight; he has to keep on fight-

ing, and I am going to keep on fighting, and I hope, gentlemen,

you will consider the little brother in your deliberations. Thank
vou.

Chairman iHAiG : I should like at this time, if there are no

others who desire to present in person the claims of any cities who
are kind enough to desire our presence next year, to read the names
of certain other cities which have by letter or telegram also indi-

cated their eagerness to be our host for the next conference. Mr.

Secretary, have you those ?

Secretary Query : In addition to the invitations extended here

this evening, I have on file now invitations from Detroit, iMichigan,

St. Paul, Minnesota, and iMemphis, Tennessee, endorsed by the

governor of each of the states, chambers of commerce, taxing offi-

cials, etc. Then, we have a number of invitations from chambers
of commerce and hotels, so we shall not lack for invitations when
the executive committee passes on the place for the next con-

ference.

Chairm,\n Haig: The selection of the place of the next con-

ference is a function of the executive committee of the Associa-

tion, and I am sure it w"ll be glad to take into account not only the

data that has been laid before you this evening in such profusion,

but other data as well, and in due time, and I hope in harmony
with the wishes of the majority of the Associat'on, a choice will

be made.
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Is there any other business to come before the Twenty-fifth An-
nual Conference on taxation?

MiLBANK JoHNsox (California) : I don't know how it is in the

East, but in the West this early meeting interferes with a great

many taxing officials. It comes at the budget-making time, and the

dates as we used to have it, along in October, were very much
more convenient to most of the western taxing officials and those

interested in taxat'on, and I believe you could have a larger attend-

ance here; in fact I know if it had not been at this time I should

have brought three or four more with me. I would suggest that

a later date, as we used to have it, would be very much more con-

venient. I just leave that with the officials of the Association to

th'nk over, because we want the tax men here, and they cannot be

in two places.

Chairman Haig: !Mr. ^Milbank Johnson has raised a very in-

teresting question, one that has caused a good deal of perplexity to

the officers of the Association. The fixing of the time of the meet-

ing when it will be convenient to the various interests involved is

not an easy one, and I am sure that the officers and executive com-
mittee will be very glad to receive similar information from others

as to the date which they find most convenient.

Is there any further business?

MiLBAXK Johnson: It has been also suggested that it might be

cooler in October.

Chairman Haig : I think that is a reasonable suggestion.

Royal B. Cushing (Illinois) : It is perfect in Chicago all the

time.

Philip Zoercher (Indiana) : Mr. Chairman, if there is no fur-

ther bus ness, I move that this conference do now adjourn.

(Mot'on duly seconded.)

Chairman Haig : Moved and seconded that the conference do
now adjourn.

(Ayes and noes.)

(Motion carried.)

(Adjournment sine die.)
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Attorney Xewark
Attorney, 786 Broad St. X'ewark
Essex Co. Tax Com'r

1060 Broad St. X'ewark

Alexander, J. M.
Atterbury. J. F.

Autrey, W. T.

Broderick, Jos. P.

Bradford, Russel L.

Bogert, C. W.

XEW YORK

-q W^all St. Xew York

J. P. Morgan Co., 2^ Wall St. X'ew York
'5 X'assau St. X'ew York
Tax Com'r, Erie Co.

707 Iroquois Bldg. Buffalo

Attorney, 22 Exchange Place X'ew York
Johns-Manville Corp.

2q2 ^^adison Ave. X'ew York
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Carey, Wm. J.

Chrystie, T. L.

Cole, Seth T.

Cryan, C. V.

Doyle, Edward P.

Davis, C. R.

Eaton, Mrs. Bertha B.

Fisher, M. N.

Foster, Edwin G.

Frazer, C. Royall
Frazer, Mrs. C. Royall
Frazer, John
Gitterman, A. N.
Haig, Robert M.
Halpin, John L.

Hart, V. G.

Hekeler, Reinhold
Hekeler, IMrs. Reinhold
Holcomb, A. E.

Hull, Arthur B.

Kerin, Thomas T.

Kendrick, M. Slade

Link, E. J.

Magill, Roswell
Merrill, Tohn J.

Merrill. Mrs. J. J.

Moriarty, Edward J.

Oehler, Arnold J.

Ormerod, C. M.

Paton, Thomas B.

Powell, Henry M.
Riely, Lambert M.

Ryan, J. B.

Schmidt, Chas. M.

Smith, Stafford

Stephenson, Maurice A.

Saxe, Martin
Shoup, Carl

Sonderling. Samuel J.

Tyng, Arthur
Tyng, Mrs. Arthur
Tobin, Charles J.

Wilson, Leonard M.

Asst. Deputy Com'r, Motor
Puel Tax Bureau

Attorney, 19 Cedar St.

Deputy St. Com'r, Taxation &
Finance

45 Nassau St.

Real Estate, 12 E. 41st St.

Shell Eastern Pet. Pro. Inc.

122 E. 42nd St.

Com'r Assessment & Taxation

5 Prospect Ave.
Davis, Polk, Wardwell and

Gardiner
B. & O. R. R. Co.

155 Main St., West
41 Park Row
36 Cedar Drive

36 Cedar Drive

45 E. 49th St.

Columbia University
Office—St. Tax Commission
Motion Picture Producers

30 5th Ave.
Texas Oil Co., 135 E. 42nd St.

135 E. 42nd St.

Amer. Tel. & Tel. Co.

195 Broadway
General Motors Corp.

128 Central Park, South
Amer. Radiator Co.

40 W. 40th St.

Cornell University

285 Madison Ave.

Prof., Columbia L'niversity

State Tax Commissioner

Att'y, West. Electric Co. Inc.

195 Broadway
S. H. Kress Co., 114 Sth Ave.

Federal Water Service Corp.

27 William St.

Att'y, 22 East 40th St.

Att'y, 51 Chambers St.

N. Y. Central R. R. Co.

466 Lexington Ave.
Banking, 18 Pine St.

Guaranty Trust Co.,

140 Broadway
Socony Vacuum Corp.

Office—St. Tax Commission
80 Centre St.

Attorney, 76 William St.

Lehman Bros., i William St.

206 Richmond Ave.
206 Richmond Ave.
Attorney, 100 State St.

Pet. Products
122 East 42nd St.

Albany
New York

Catskill

New York
New York

New York

Gloversville

New York

Rochtester

New York
Great Neck
Great Neck
New York
New York
Albany

New York
New York
New York

New York

New York

New York
Ithaca
New York
New York
Albany
Albany

New York
New York

New York
New York
New York

New York
New York

New York
New York

New York
New York
New York
New York
Buffalo

Buffalo

Albany

New York
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Ward, Edwin
Whitney, Francis N.

Wilber, Cartland A.

Banking—64 Wall St.

Tax Attorney, The Western
Union Telegraph Co.

60 Hudson St.

Director, N. Y. Income Tax

NORTH CAROLINA

New York

New York
Albany

Beddingfield, A. E. Chief, Income Tax Division Raleigh

Cauthen,Grover Cleveland Dist. Mngr., Sou. Bell. Tel. &
Tel Co. Raleigh

Maxwell, A, J. Chrmn., State Tax Commission Raleigh

Acton, Howard
Adam, Roy T.

Adams, Mrs. S. E,

Albaugh, Mrginia
Alford, A. D.
Auch, Davis M.
Anderson, J. M.
Anderson, Mrs. J. M.
Archer, D. S.

Asling, Geo. E.

Backus, N. D.
Bankhurst, John W.
Barnes, R. H.
Barrick, S. J.

Bartell, J. C.

Bartholomew, F. G.
Bath, Edwin J.

Beatty, Robert J.

Bell, Elizabeth B.

Bell, Mrs. H. K.

Beloat, Florace

Beck, Arthur
Becker, Ferd F.

Bevis, Howard L.

Black, C. Elbert

Blatzer, Mercedes
Blough, T. Roy
Boehler, H. H.^

Bolsen, Wm. H.
Borer, Mrs.
Boyd, Fred D.
Braden, Geo. C.

Braden, Mrs. Geo. C.

Brown, Arthur W.
Bruskotter. A. B.

Brehu, C. E.

Burmille, Carl L.

BurgiDon, L. D.
Burnside, Brooks
Bushfield, Chas. H.

OHIO

1389 Hamlet St.

County Auditor
(jlenway Ave.
Office—St. Tax Commission
County Treasurer

17 S. High St.

Office—St. Tax Commissioner

Public Utilities Corp.
Co. Auditor, New Court House
County Treasurer
1504 Union Trust Bldg.

County Auditor
.Supt. Toledo Branch Office

State Tax Commission
3860 Monroe St.

County Auditor
County Auditor
Institute Lecturer, O. S. U.

1784 Guilford Road
City Hall
-Att'y. State Tax Commission
1 16 E. Torrence Rd.
County Auditor
County Auditor
Accountant, St. Tax Commission
Director Finance—St. House
Inheritance Tax Att'y, State

Tax Commission
Office—State Tax Commission
Prof., 575 Evanswood Place

80 S. 6th St.

2839 Shaffer Ave.
Office—State Tax Commission
County' Treasurer
Office—'State Tax Commission

Office—State Tax Commission
County Auditor
County Auditor
Attorney. 3325 Ruther Ave.

County Treasurer
Office—State Tax Commission
Ohio Power Co.

Columbus
East LiverpoD?

Cincinnati

Columbus
Eaton
Columbus
Columbus
Columbus
Columbus
Cleveland

Elyria
Cleveland
Wanseon

Toledo
Wooster
Springfield

Columbus
Columbus
Columbus
Columbus
Portsmouth
Mansfield
Columbus
Columbus

Columbus
Columbus
Cincinnati

Columbus
Cincinnati

Columbus
Cambridge
Columbus
Warren
Columbus
Ottawa
Georgetown
Cincinnati

Wanseon
Columbus
Newark
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Cassel, J. C.

Chamberlin, Reyburn S.

Chamberlin, Mrs. R. S.

Chandler, Geo. B.

Cline, Martin L.

Close, Charles F.

Clouse, R. E.

Cooper, W. V.
Cooper, Mrs. W. V.
Coriell, O. Y.

Crim, W. B.

Cross, Joseph E.

Crouch, Jennie M.
Cummings, C. O.

Curtis, Ramey S.

Daoust, L. E.

Darfus, John H.
Dargusch, Carlton

Dargusch, Mrs. Carlton

Darrah, William P.

Darrah, Catherine M.
Davis, H. H.
Davis, Quincy A.

Davis, Mrs. Quincy A.

Davis, W. E.

L'echer, S. S., Jr.

Dermeyer, Leo
Dennis, Dorothy
Deusen, Margie Van
Derthick, Mary W.
Devine, T. B.

Dodd, John A.
Dodge, Karl B.

Dovle, F. F.

Doyle, Mrs. F. F.

DuBoir, Joseph H.
Duffie, Edward L., Jr.

Duffie, Mrs. E. L.

Duncan, Earle C.

Duncan, Mrs. E. C.

Dunlap, Chas. A.

Dyer, C. A.

Eastwood, E. G.

Edmundson, J. C.

Edwards, Doris

Edwards, John S.

Eicher, T. G.

Eidher, Mrs. T. G.

Elliott, Jean Louise
Ellsperman, Mrs. Fred P.

Essex, Reed
Fenlon, Helen C.

Fishbaugh, O'Neill

Fitzgerald, Dorothy
Fleck, W. N.
Flemming, P. D.
Forney, S. E.

Forney, Mrs. S. E.

Ford, William J.

C. P. A., 510 Refiners Oil Bldg.

771 S. 22nd St.

771 S. 22nd St.

Sec'y, Ohio C. of C.

County Treasurer
Att'y, 1857 Union Trust Bldg.

Office—State Tax Commission
County Treasurer

County Treasurer
Deputy Auditor
Columbus C. of C, 30 Broad St.

Office—State Tax Commission
County Auditor
State Tax Commission
Deputy Auditor
County Treasurer

246 N. Carrington
246 N. Carrington
Ohio St. University

Office—State Tax Commission
Ohio St. University
Mbr., State Tax Commission

734 Main St.

^83 Maplewood Ave.

Erie R. R. Co., Midland Bldg.

Deputy Auditor
Office—State Tax Commission
Office—State Tax Commission
1325 Huntington Bank Bldg.

Office—State Tax Commission
Office—State Tax Commission
Sec'y, Trumbull Co. Mfrs. Asso.

Firestone Rubber Co.

215 Caster ton Ave.

County Treasurer

1959 W. Lane Ave.

1959 W. Lane Ave.

2378 Neil Ave.

Preble Co.

Farm Bureau & Grange
Deputy Auditor
County Auditor
Office—State Tax Commission
State Tax Commissioner
Office—State Tax Commission
1562 Richmond Ave.

Ohio Chamber of Commerce
336 Tibet Rd.
County Auditor
Office—State Tax Commission
Office—State Tax Commission
Office—State Tax Commission
Office—State Tax Commission
County Auditor
III E. Northbroadway
III E. Northbroadway
Asst. Attorney General

Dayton
Columbus
Columbus
Columbus
Napoleon
Cleveland
Columbus
Akron
Akron
Portsmouth
Urbana
Columbus
Columbus
Bowling Green
Columbus
Defiance
Fairfield

Columbus
Columbus
Columbus
Columbus
Columbus
Columbus
Hamilton
Columbus
Cleveland
Kenton
Columbus
Columbus
Columbus
Columbus
Columbus
Warren
Akron
Akron
Hamilton
Columbus
Columbus
Columbus
Columbus
Eaton
Columbus
Medina
Athens
Columbus
Johnstown
Columbus
Columbus
Columbus
Columbus
Pauling
Columbus
Columbus
Columbus
Columbus
Zanesville

Columbus
Columbus
Columbus
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Foster, J. T.

Fox, Miss Erma E.

Fox, Frank E.

F"rass, H. M.
Friedlander, Edgar
Galegher, Eleanor M.
Gallagher, Mary
Gascoigne, S. L.

Gibbs, Virgil H.
Gillen, Harry J.

Gillespie, Mabel M.
Gleach, F. E.

Glecker, H. E.
Gordon, H. W.
Green, Elzy A.
Gray, H. E.

Grill, F. W.
Guitteau, Edw. W.
Halter, Mrs. Chas.

Halter, John E.

Harding, Mrs. R. W.
Harding, Ray W.
Harkelrode, Trace D.
Harlan, John M.
Hayes, Josephine
Havens, Mrs. Nola
Henck, Robert
Hehgot, Geo. C.

Henkel, L. J.

Herman, H. A.
Hines, E. P.

Hoeffel, Martin
Hofelich, W. W.
Hoffman, E. L.

Hopper, Marian
Howard, William H.
Howell, Mrs. E. E.

Hudson, Sam
Hunt, James G.
Hunter, J. P.

Ingerham, James F.

Jackson, W. A.
Jenkins, Hugh S.

Jones, J. W.
Jones, Paul
Judkins, Clarence C.

Kahle, James G.
Kauffman. J. H.
Kearns, Thos. P., Jr.

Kelser, C. S.

Kelser, P. S.

Kilgore, H. H.
Kilgore, Mrs. H. H.
Klinger, S. B.

Klinger, W. A.
King, W. N.

Kirk, W. F.

Klein, Peter

C. P. A.. Huntington hk. Bldg.

246 E. Town St.

County Commissioner
County Auditor
County Treasurer
Riverside Drive

243 Kenmore Ave.
Statistician—^St. Tax Com.
44 E. Broad St.

Office—State Tax Commission

C. P. A., Huntington Bk. Bldg.

Dep. Treas., Columbian! Co.

County Auditor
County Treasurer
County Auditor
County Auditor
Gulf Ref. Co., 353 Victoria PI.

County Auditor

County Treasurer
County Treasurer
County Auditor
Office—State Tax Commission

County Auditor
County Treasurer
Cincinnati C. of C.

County- Auditor
County Auditor
County Auditor
County Auditor
County Treasurer
Office—State Tax Commission
75 W. Frambes Ave.

Office—State Tax Commission
Att'y, Nickel Plate R. R. Co.

County Auditor
Office—State Tax Commission
1430 Cambridge Blvd.

Deputy Treasurer
Supt. Schools, 1378 Mulford Rd.
County Auditor
County Auditor
Attorney, 204 E. Lane Ave.
C. P. A.
Office—State Tax Commission
County Auditor

Office—State Tax Commission
183 W. qth Ave.
County Treasurer
County Treasurer
Att'y, N. Y. C. R. R. Co.

2Q74 Morley Rd.
Master Ohio State Grange
Att'y, 711 Leader Bldg.

Columbus
Columbus
Perrysburg
Springfield

Cincinnati

Zanesville

Marion
Columbus
Columbus
Columbus
Woodsfield
Columbus
Salem
McConnellsville

Mt. Giliad

Millersburg
Tiffin

Toledo
Fremont
Canton
Tiffin

Tiffin

Warren
Middleton
Columbus
Columbus
Cincinnati

Logan
Cincinnati

Celina

Cadiz
Napoleon
Fremont
Circleville

Columbus
Columbus
Newton Falls

Columbus
Fremont
Ashland
Columbus
Columbus
Voungstown
Columbus
Mechanicsburg
^'an West
Columbus
Columbus
Columbus
Elvna
Mt. \^ernon

Columbus
Columbus
Pauling
Millersburg

Cleveland
Port Clinton

Cleveland
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Koars, Anthony
Koral, Frank W.
Korn, Paul G.

Kramer, Walter H.
Kratt, Geo. A.

Kraus, Anthony J.

Kraus, Mrs. A. J.

Krinn, T. D.
Lahmering, Henrietta

Lantz, Arthur M.
Lantzenheiser, Fred ^^ .

Latham, LeRoy M.
Lavery, Thomas C.

Laylin, Clarence D.

Laylin, Mrs. C. D.

Layton. Florence

Light, L. A.

Lockhart, Mrs. R. M.
Lockwood, E. B.

Long, F. F.

Longbrake, F. D.

Looby, Catherine R.

Lutz, Jos. A.

Mackey, Walter J.

Maltby. Chas. S.

Marshall, Chas. C.

Mason, Willard
Maver, M. L.

Menter, C. W.
Metzger, Clarence C.

Middleton, W. H., Jr.

Middleton, Mrs. W. H.

Miles, R. E.

Milgate, G. G.

Miller, Ellis

Miller, Frank

Miller, Mrs. Frank
Miller, Paul F.

Miller. Rov
Miner, R. H.
Moots, F. R.

Morehart. G. R.

Morin, W. H.
Mullin. John W.
Mvers, Nell L.

McCall. Ralph H.
McCaulev, Frank J.

McCausland, W. J.

McClure, L. A.

McDowell, Helen
McGann, C. PI.

McKinney, Roy A.

McKinney. R. W.
McMillen, Grant
McMullin, Lawrence
McRoberts, Elizabeth S.

Neal, O. T.

3S North High St.

212 Beggs Bldg.

Office—-State Tax Commission
Office—State Tax Commission
County Auditor
Office—State Tax Commission
379 Torrence Rd.
County -Auditor

Office—State Tax Commission
County Treasurer
County Treasurer

County Treasurer
Prof. Law, Cniv. of Cincinnati
Att'y, i6 E. Broad St.

1072 Indianola Ave.

County Treasurer
22 E. 2nd Ave.
County Auditor
Ohio Power Co.
County Auditor
Ohio Chamber of Commerce
County Auditor
.A.tt'y, New Vicory Bldg.
Telephone Co.
Att'y, 17 S. High St.

County Auditor
Deputy Auditor
County Treasurer (Wood Co.)
County .Auditor
Att'y, State Tax Commission
264 Delta Dr.
Dir., Ohio Ins., 150 E. Brd. St

44S N. Sandusky St.

Supvr., Cig. Bureau
Cliffside Drive
Cliffside Drive
Deputy Auditor
County Auditor
Good3-ear Tire & Rubber Co.
County Auditor
County Auditor
County Treasurer

Office—State Tax Commission
2373 E. Mound St.

County Auditor
County Auditor
County Auditor
Office—State Tax Commission
Office—-State Tax Commission
County Auditor
2105 Fairfax Rd.
County Treasurer
County Auditor
Ohio Chamber of Commerce
Tel. Co., 33 N. High St.

Columbus
Columbus
Columbus
Columbus
Toledo
Columbus
Columbus
Circleville

Columbus
Mansfield
New Phila-

delphia

Kenton
Cincinnati

Columbus
Columbus
Columbus
Findlay
Columbus
Steubenville

Newark
Bellefontaine

Columbus
Dayton
Canton
Cleveland
Columbus
New Lexington

Lima
Pemberville

Bucyrus
Waverlj'

Columbus
Columbus
New Lexington

Delaware

Columbus
Columbus
Newark
Mt. Gilead
Akron
Bellefontaine

Findlay
McConnelsville

Mt. Vernon
Columbus
Columbus
Marietta
CarroUton
McClure
Columbus
Columbus
Bryan
Columbus
Bellefontaine

St. Marys
Columbus
Columbus •
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Neff, J. A.

Newman, Fred A.

Nixon, Chas.

Norris, Ruth
Northrup, Grant F.

Oswald, Geo. J.

Palmer, Lee B.

Pennell, Mrs. Jean
Perry, Warren F.

Pethtel, H. Z.

Piero, E. J.

Pratt, Pearl A.

Proctor, Harry W.
Rapp, Dan C.

Reese, Raleigh

Reineke, Henry H.
Reynolds, Clara

Robb, Lewis H.
Robison, W. L.

Roose, Fred L.

Rowland, Warwick L
Richwine, Rose E.

Rusler, C. A.

Samberg, S. J.

Schilling, Anthony J.

Schmit, R. H.

Schmit, Mrs. R. H.
Schulke, Louis A.

Schuler, Henry L.

Schultz, A. D.
Schultz, Mrs. A. D.

Schutte, Harry H.

Schwartz, Arthur A.

Sellers, Randolph F.

Seeds, Robert L.

Shafer, Walter W.
Shaw, Chas. B.

Shaw, Neal W.
Sheridan, Geo. V.
Shonting, Daniel M.

Skinner, B. C.

Skinner, B. O.

Slotter, Blanche
Smallwood, R. G.

Smith, Helen M.
Smith, P. T.

Speelman, A. H.
Spriggs, Bob ^L
Swaller, Myron
Sullivan, Catherine

.Swearingen, H. Ray
Taft, Robert A.

County Auditor

Tax Consultant

225 W. Exchange St.

Pres., Columbus C. of C.

Office—State Tax Commission
County Treasurer
County Auditor
Pres., Ohio Farm Bureau
620 E. Broad St.

459 Nashaba Ave.

Ex-Sec, Ohio Mnfrs. Asso.

20 S. 3rd St.

County Auditor
Auditor's Office

County Auditor
Office—State Tax Commission
Deputy County Auditor
Ohio Edison Co.

923 Wayne Ave.

217 E. Lakeview Ave.

County Treasurer
County Auditor
County Auditor
Office—State Tax Commission

County Auditor
County Treasurer
Office—State Tax Commission
Tax Agt., N. Y. C. R. R.

3538 Shaw Ave.

3538 Shaw Ave.

Amer. Steel & Wire Co.

Ohio C. of C, 192 Glenmont
192 Glenmont
Deputy County Auditor

3528 Hudson Ave.

Leg. Ref. Dept.—State House
1406 1st Nat. Bank Bldg.

1262 Fair Ave.
County Auditor
County Auditor, Court House
County Auditor

175 S. High St.

Ohio State University

42 W. Oakland Ave.

Student, 1768 Arlington Ave.

State Director of Education

1695 Lakeview Ave.

County Treasurer
Office—State Tax Commission
County Treasurer
County Treasurer
County Auditor
County Auditor

725 Dennison
County Treasurer
Att'y, 420 Dixie Terminal Bldg.

New Phila-

delphia

Akron
Columbus
Columbus
Toledo
Sandusky

Columbus
Columbus

Columbus
Painesville

Lisbon
Ironton
Columbus
Ironton
Youngstown
Defiance

Columbus
Bryan
Washington
Ottawa
Columbus
Columbus
Lima
Celina

Columbus

Cincinnati

Cincinnati

Cleveland
Cleveland
Columbus
Columbus

Cincinnati

Columbus
Cincinnati

Columbus
Mansfield

Cincinnati

Wapakoneta
Columbus

Columbus
Columbus
Columbus
Columbus
Marion
Columbus
Jefferson

Mt. Yernon
Caldwell
Navarre
Columbus
Steubenville

Cincinnati
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Taylor, Bert

Thomas, Earl E.

Thrasher, Mrs. Ethel L.

Todd, Edwin S.

Trott, C. V.
Waldbaum, L. F.

Wellbaum, Earl A.

Welly, S. P.

Wheaton, W. VV.

Wheeler, R. R.
Whitcomb, L. P.

White, Clifford M.
White, E. L.

White, James A.

Wick, David II.

Wilford, Ollie

Wilde, Mrs. A. C.

Wildermuth, F. M.
Wilson, Chas. O.
Wilson, Mrs. E. S.

Wilson, Mrs. Thomas
Wisecup, E. C.

Wolf, R. S.

WolfinKer, H. H.
Wood, Margaret L.

Woodruff, N. T.

Woodward, W. I.

Wright. Ellis J.
Yaw, W. A.

Voder, Dan S.

Voder, P. N.
Vounger, Mrs. John
Zangerle, John A.
Zorbaugh, Grace S.

Zuber, J. W.
Zwayer, Mrs. Plazel T.

Real Estate— 705 Oakwood Ave.
County Auditor

County Auditor

Prof. Econ., Miami Univ.

Att'y, 33 N. High St.

County Treasurer
County Treasurer
County Auditor
Sec'y-Treas.. Ohio Tax Assn.

995 Howard St.

County Auditor
County Auditor
Att'y, 44 E. Broad St.

Countv Auditor
County Treasurer
1000 Parkway Drive
Examiner—St. Tax Commission
Examiner—St. Tax Commission
18 E. 8th Ave.

991 Linwood Ave.

County Treasurer
Countv Treasurer
County -Auditor

Sec'y to County Treasurer
County Treasurer
County Auditor
County Treasurer
County Auditor
County Treasurer
County Treasurer

1836 Chelsea St.

County Auditor
Asso. Prof. Econ., Ohio St. U.
Office—^State Tax Commission
43 Orchard I.ane

Columbus
Marion
Chardon
Oxford
Columbus
Bucyrus
Dayton
Wooster
Beeley

Columbus
Columbus
Circleville

Gallipolis

Columbus
^^ arren

Sidney

Columbus
Jackson Center

Columbus
Columbus
Columbus
Huesboro
Washington
Lancaster

Cuyahoga Falls

L rbana

Norwalk
Newark
Logan
Wooster
Medina
Columbus
Cleveland
Columbus
Columbus
Columbus

Cash, O. C.

King, Clifford W.
King, Mrs. C. W.
McBride, Jennings
Meyer, Leo
Parkinson, Fred
Parkinson, Mrs. Fred
Rogers, John

OKLAHOMA

Att'y—Box 591
Att'y, State Tax Commission

C. P. A., 808 Ins. BIdg.

Tax—Oil & Gas
Okla. Gas & Elec. Co.

519 Capitol Bldg.

Tulsa
Oklahoma City

Oklahoma City

Oklahoma City

Tulsa
Oklahoma City

Oklahoma City

Oklahoma City

Galloway, Chas. V.

OREGON

Mbr., State Tax Commission Saler
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Edmonds, Franklin S.

Edmonds, Mrs. F. S.

Hill, Hale

Johnston, Samuel
Kalisher, S. S.

Kraft, H. F.

Kress, Walter J.

Kress, Mrs. W. J.

Lamb, Carl S.

Lamb, Mrs. C. S.

Lehman, F. H.
Logan, E. B.

McKays Marion K.
Metzger, Leon D.
Mitchell, Don

Mover, Philip S.

Ramey, Jos. M.

Reist, Linn L.

Sheaffer, M. Clyde

Spahr, M. C.

Spahr, Mrs. M. C.

Turner, C. L.

PENNSYLVANIA

Att'y, Whitemarsh, Montg. Co. Philadelphia

Philadelphia

Tax Counsel—Jones & Laugh-
lin Steel Corp. Pittsburgh

Gulf Refining Co. Pittsburgh

Tax Consultant, 260 S. Broad St. Philadelphia

Railroad Philadelphia

1 121 N. 15th St. Harrisburg
1 121 N. isth St. Harrisburg

Sec'yi Pittsburgh Plate Glass

Co., Grant Bldg. Pittsburgh

1025 S. Trenton Ave. Pittsburgh

Dep. Aud. Gen. Penna. Lebanon
Budget Sec'y, State Capitol Harrisburg
Prof. Econ., U. of Pittsburgh Pittsburgh

Dep. Sec'y Rev., St. of Penna. Harrisburg
Asst. Tax Agt., Penna. R. R. Co.

506 Penna. Sta. Pittsburgh

Dep. Att'y Gen.
Union Trust Bldg. Harrisburg

Tax Agt., Penna. R. R. Co.

Broad St. Sta. Philadelphia

Bureau Co. Collections Harrisburg
Comr. Corp. Taxes, Pa. Deiit. Harrisburg

Rev.
Controller, Pitts. Plate Glass

Co., 2300 Grant Bldg. Pittsburgh

418 Dickson Ave., Ben Avon Pittsburgh

C. P. A.—820 Perry Bldg. Philadelphia

Arnold, Preston F.

Bliss, Zenas W.
Bliss, Mrs. Z. W.
James, Harold W.
Joslin, Philip C.

Kiernan, Joseph H.

Leahy, E. L.

Makepeace. Colin MacR.
Rawlings, R05'

Tobie, E. P.

Tobie, Mrs. E. P.

RHODE ISLAND

R. I. Hospital Trust Co.
Mbr., State Tax Commission

Att'y, 320 St. House
Superior Ct. Judge
Chrmn. Bd. Assessors

97 Alvin St.

Mbr., State Tax Commission
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Mbr., State Tax Commission Columbia



380 NATIONAL TAX ASSOCIATION

Baer, B. W.
Churchill, I. A.
May, N. W.

Bigger, A. C.

Booten, W. S.

Booten, Mrs. W. S.

Booten, Louise
Gray, A. H.

Lockhart, Charley
Prescott, Green

Brown, C. M.

Elliott, Robert L.

Leatham, Howard P.

SOUTH DAKOTA

Dir Taxation, S. U. Tax Com.
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TENNESSEE

Supt. Income Tax

Pierre

Huron
Pierre

128 Memorial
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Provin'ce of Ontario

Controller of Revenue Toronto

Carroll, Mitchell B.

SWITZERLAND

Dir. of Inquiry—Allocation of

Income for the Fiscal Com. Geneva
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